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VERIFIED DIRECT TESTIMONY OF ROBERT C. SKAGGS, JR. 

Please state your name and business address. 

My name is Robert C. Skaggs, Jr. and my business address is 801 E. 86' Avenue, 

Merrillville, Indiana 46410. 

By whom are you employed and in what capacity? 

I am President and Chief Executive Officer of NiSource Inc. ('NiSource"), the 

corporate parent of Northern Indiana Public Service Company ("Nll'SCO), the 

Petitioner in this proceeding. I have held those positions since July 2005. 

What are your responsibilities as President and CEO of NiSource? 

I am responsible fox the strategic direction of NiSource as well as for overseeing 

its day-to-day operations. 

Please summarize your educational background. 

I hold a bachelor's degree in economics from Davidson College, a law degree 

from West Virginia University and a master's degree in business administration 

fiom Tulane University. 

15 Q5. Please briefly describe your professional experience. 

16 A5. Prior to being named President and CEO, I was Executive Vice President, 

17 Regulated Revenue for NiSource, where I was responsible for developing 

18 regulatory strategies and leading external relations across all of the corporation's 

19 10 energy distribution markets as well as its extensive interstate pipeline system. 
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1 In that role, I led regulated commercial activities including large customer and 

2 marketer relations and energy supply services, as well as federal governmental 

3 relations. 

4 I joined the law department of Columbia Gas Transmission in 1981 and then 

5 served in various management positions until I became President of Columbia 

Gas of Ohio and Columbia Gas of Kentucky in 1996. Effective with the 

November 2000 merger of NiSource and Columbia Energy Group, I was also 

named President of Bay State Gas and Northern Utilities. Then, in December 

2001, I added responsibility of President and CEO of the Columbia companies in 

Pennsylvania, Virginia and Maryland. 

I am a member of the American Gas Association's board of directors and 

executive committee, and have also served on the board of directors of the 

Southeastern Gas Association. Additionally, I am a member of the Midwest 

Energy Association, American Bar Association, Energy Bar Association and 

West Virginia Bar Association. I also serve in a variety of capacities with a 

number of charitable organizations, including the NiSource Charitable 

17 Foundation. 

18 Q6. What is the purpose of your testimony in this proceeding. 

19 A6. The purpose of my testimony is to provide the Commission with an overview of 

20 NiSource and its corporate structure, and to explain the NiSource strategic 

21 direction in light of the challenges facing all segments of the energy business. I 
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1 will also emphasize NIPSC07s commitment to take the fimdamental steps 

2 necessary to make it a premier electric utility. Finally, my testimony addresses 

3 the importance to NIPSCO of the maintenance and improvement of the credit 

4 rating of NiSource and the benefits to all stakeholders that will flow from such an 

5 improvement. 

6 Q7. Please describe the corporate structure within NiSource? 

7 A7. NiSource is a Fortune 500 company headquartered in Merrillville, Indiana. 

8 NiSource is organized in three business units: Northern Indiana Energy (which 

9 includes NIPSCO, Northern Indiana Fuel & Light, and Kokomo Gas and Fuel), 

Gas Distribution, and Gas Transmission and Storage. The NiSource operating 

companies are engaged in natural gas transmission, storage and distribution, as 

well as electric generation, transmission and distribution service. NiSource 

companies deliver energy to almost 4 million customers located from the Gulf 

Coast through the Midwest to New England. NiSource company subsidiaries, in 

addition to NIPSCO, include Bay State Gas, Columbia Gas of Kentucky, 

Columbia Gas of Maryland, Columbia Gas of Ohio, Columbia Gas of 

Pennsylvania, Columbia Gas of Virginia, Columbia Gas Transmission, Columbia 

Gulf Transmission, NiSource Retail Services, Crossroads Pipeline, Energy USA- 

TPC, Kokomo Gas and Fuel Company, Northern Indiana Fuel and Light 

Company, NiSource Energy Technologies, NiSource Corporate Services 

Company, and Northern Utilities. NiSource and its operating companies employ 
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1 almost 8,000 employees. More than 3,000 of those jobs are located in the State of 

2 Indiana. 

3 I. THE NISOURCE STRATEGIC PLAN 

4 48 .  Please explain the NiSource strategic plan. 

5 A8. Upon assuming my current responsibilities with NiSource, one of my initial 

6 priorities was to conduct a comprehensive, no-holds barred corporation-wide 

7 strategic review in an effort to identify corporate strengths and weaknesses, and to 

8 define the future strategic direction of the Company. The key findings from that 

9 review were that NiSource7s core strengths and most promising long-term growth 

10 prospects were driven by its regulated infrastructure assets and  om opportunities 

11 that flow from those regulated assets and businesses. Another of the key findings 

12 of that assessment was that the ability to capitalize on these core strengths would 

13 require a long-term, investment-driven plan to modernize those core assets and 

14 core processes, and raise the services they support to a level consistent with that 

15 provided by America's premier utilities. 

16 From a high level, the investment required to execute this "Path Forward" 

17 initiative entails not only a substantial investment in infrastructure replacement 

18 and expansion to provide a strong operational basis to support core operations and 

19 for growth, but also a significant investment in our processes and our employees 

20 to ensure an engaged and motivated workforce. In addition and just as important, 

21 NiSource is committed to investing in our relationships with all of our 
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1 stakeholders and to bringing our corporate vision into alignment with the needs 

2 and expectations of our customers and regulators. 

3 NiSource recognizes that to transition its core businesses to a model that provides 

4 long-term benefits for customers in the form of outstanding reliability and service 

5 quality, and to its shareholders in the form of sustainable earnings growth, it is 

6 necessary to commit to a balanced and consistent investment in all of these areas 

7 over the long haul, not as a short-term, stopgap measure. NiSource and NIPSCO 

8 have undertaken the first steps needed to execute the long-term strategic plan, but 

9 also recognize that there is more work to be done. 

10 Q9. How significant is the infrastructure investment and what is driving it? 

11 A9. The investment in infrastructure required is enormous -- in the order of $1 Billion 

12 per year across NiSource. Much of the infrastructure operated by the NiSource 

13 operating companies has literally been in service for many decades, and 

14 significant ongoing investment is required to maintain the systems in order to 

15 meet long-term customer needs. Many of those assets are also at the limits of 

16 their operational capacity and thereby place strain on the reliability of the service 

17 currently provided and the ability to effectively grow business to serve new 

18 customers. In the case of NIPSCO's generating assets, NIPSCO has gone from a 

19 position of capacity-long at the time of its last rate case to capacity-short today. 

20 NIPSCO has already made a significant investment in acquiring the Sugar Creek 

21 Generating Station (the "Sugar Creek Facility"), but additional capacity is needed 
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1 to meet current and future demand. Equally important, additional investment in 

2 maintenance of all of our utility assets is necessary and appropriate to enhance the 

3 reliability of the services we provide. For NIPSCOYs electric service, this 

4 includes significant increases in vegetation management, additional investments 

5 in our generating stations, and implementation of a contemporary work 

6 management system to optimize maintenance and repair efficiency and service. 

7 In addition, capital expenditures for environmental compliance will continue to be 

8 required. Investment in NIPSCOYs electric distribution system will continue to 

9 increase as a result of: (1) new infrastructure growth to serve new customers; (2) 

10 public improvements; (3) capacity enhancements; and (4) infrastructure 

11 replacements. Targeted transmission investment by the Company individually 

12 and through its participation in the Midwest Independent Transmission System 

13 Operator, Inc. will continue. 

14 Q10. Why are investments in workforce part of the NiSource strategic plan? 

15 A10. As with many other industries, the demographics of the "Baby Boomery' era are 

16 an issue for the utility business. Many of the most experienced and valued 

17 NiSource employees are reaching retirement age over the course of the next few 

18 years. In an effort to manage the impact on our companies and address the loss of 

19 experience, NiSource has initiated a forward-looking process of hiring and 

20 training employees to ensure effective operational continuity. In addition to 

21 investments in additional workers, NiSource believes it is critical to provide 

22 competitive compensation to attract and retain quality employees, and then to 



Petitioner's Exhibit RCS-1 
Northern Indiana Public Service Company 

cause No. 43526 
Page 7 

1 provide those employees with the tools to deliver premier service to its customers. 

2 Together with the investment in infrastructure, our investment in our workforce is 

3 a critical component of our commitment to become a premier energy delivery 

4 company. 

5 Q11. You discussed the need to invest in stakeholder relationships. What do you 

6 mean by that? 

7 All.  The success of the NiSource strategic plan is dependent upon the ability of its 

8 operating companies to provide high quality service to customers in synch with 

9 timely and appropriate regulatory treatment. Open communication with all of our 

10 stakeholders, including large and small customers, regulators and employees is an 

11 essential element in our ability to achieve that objective. Investing in 

12 relationships means making the consistent effort necessary to earn the respect and 

13 trust of our stakeholders as a reliable and transparent partner. NiSource 

14 recognizes that agreement with all of our stakeholders on every issue is 

15 unrealistic, but we are committed to: (1) make the investment in stakeholder 

16 relationships necessary to ensure that disagreements are based on differences of 

17 opinion not on distrust; and (2) work toward a level of communication and 

18 cooperation that fosters opportunities for constructive, collaborative resolution of 

19 issues rather than litigation. 
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1 412. How does the NiSource strategic plan apply to NIPSCOYs electric service? 

2 A12. Execution of the strategic plan for NIPSCO's electric service has already begun. 

3 The most obvious example is the approximately $330 Million investment in the 

4 Sugar Creek Facility. That investment represents a significant step toward the 

5 modernization of the NIPSCO generating fleet and toward improved system 

6 reliability. That investment was significant, but is only part of the fundamental 

7 steps necessary to implement the strategic plan. 

8 Q13. What are the fundamental steps? 

9 A13. The fundamental steps are the critical pathways driving NIPSCO toward electric 

10 service on par with the leaders in the industry. They include: 

11 . Continued investment to ensure overall system reliability, 

12 Continued investment in generating capacity, 

13 The addition of certain key leadership and other positions, and 

14 Resolution of legacy issues. 

15 Improvements in system reliability will be driven by increased investment in the 

16 maintenance of the Company's generation assets, vegetation management, 

17 improved and optimized maintenance procedures, and the introduction of 

18 improved work management tools. Even with the acquisition of the Sugar Creek 

19 Facility, additional generating resources are needed to improve system reliability 
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1 and provide appropriate reserves. And we are committed to making the 

2 investments necessary to address that need. 

3 In addition to assets and systems, as noted earlier, NIPSCO also needs to add 

4 certain new critical positions to ensure it has the skills and resources required to 

5 execute its ambitious business plans. 

6 Q14. What are "legacy issues"? 

7 A14. I would characterize them as unresolved issues that developed during periods 

8 prior to the implementation of the strategic plan. They include bringing closure to 

9 pending regulatory proceedings, making needed infrastructure investments and 

10 .thoughtfully rebuilding the relationship with the Company's stakeholders to build 

i 1 a foundation for future cooperation and success. 

12 Q15. How do other challenges facing the energy industry impact NIPSCO's 

13 approach in this proceeding? 

14 A15. It is clear that energy prices have re-emerged as a high profile issue in the public's 

15 consciousness by virtue of the recent dramatic escalation in oil, coal and natural 

16 gas prices. An enormous challenge for the electric industry is the management of 

17 rates to customers in the face of increases in fuel prices, escalating environmental 

18 compliance costs, and the need to invest in workforce and employee training. We 

19 are very mindfil that many of our customers are already faced with economic 

20 challenges, so modulation of the rate impact of the investments necessary to 

21 ensure top quality reliable service is important. 
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1 As NIPSCO President Eileen 07Neill Odurn explains in her testimony, the 

2 structure of NIPSCO's electric rates has not been revisited since the 1980s. The 

3 entire electric industry has been rearranged since that time with the advent of 

4 open access and regional transmission organizations. When those changes are 

5 combined with the evolution of NIPSCO's customer base over that time, the cost 

6 structure underlying NIPSCO's electric rates has also changed. NIPSC07s 

7 approach to its rates in this proceeding has been tempered by recognition that 

8 gradual rebalancing of its rate structure will be necessary to avoid "rate shock" to 

9 any single class of customers. 

11. ACCESS TO CAPITAL MARKETS 

Q16. Please explain the importance to NIPSCO of NiSource maintaining or 

improving its investment grade credit rating. 

A16. Access to capital on reasonable terms is the lifeblood of any capital intensive 

business. However, such access is particularly critical for NIPSCO at this point in 

its history because of the ongoing need for capital to fund investments in service 

quality and reliability. The NiSource corporate credit rating is currently BBB- 

fkom Standard and Poor's Corporation, and the Long Term issuer rating is Baa2 

fi-om Moody's Investors Service. These ratings are well below those of other 

Indiana utilities and at the lowest end of investment grade. 

20 It is axiomatic that with a higher corporate credit rating, more favorable terms are 

21 available when additional capital is required fiom lenders. More favorable credit 
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1 terms provide NlPSCO with the opportunity to mitigate the impact on its retail 

2 customers from the major investments needed to optimize service quality in line 

3 with the NiSource strategic plan. Therefore, it is extremely important to NlPSCO 

4 and its customers that, at a minimum, the NiSource corporate credit rating be 

5 maintained and ultimately improved. 

6 417. Does the regulatory process impact the NiSource corporate credit rating? 

7 A17. Yes, it does. The credit rating agencies closely follow and assess regulatory 

8 proceedings and their impact on a company's financial condition. Clearly, the 

9 extent to which the NiSource operating companies, including NIPSCO, 

10 consistently receive timely and reasonable regulatory treatment, the more positive 

11 is the perception of NiSource in the marketplace for capital. This relationship is 

12 particularly important now as NiSource is investing a significant amount of 

13 capital in its core regulated businesses, including NIPSCO. Second, to the extent 

14 that specific regulatory outcomes drive improvements in the NiSource balance 

15 sheet and overall financial performance, the likelihood for stabilization or 

16 improvement in the corporate credit rating is enhanced. 

17 418. Does this conclude your prepared direct testimony? 

18 A18. Yes, it does. 



VERIFICATION 

I, Robert C. Skaggs, Jr., president and Chief Executive Officer of NiSource Inc., 

affirm under penalties of perjury that the foregoing representations are true and correct to 

the best of my knowledge, information and belief. 

Date: ~u~ust&? 2008 
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VERIFIED DIRECT TESTIMONY OF EILEEN o'NEILL ODUM 

Please state your name and business address. 

My name is Eileen O'Neill Odum, and my business address is 801 East 86th 

Avenue, Memllville, Indiana 4641 0. 

By whom are you employed and in what capacity? 

I am employed by NiSource Inc. as Executive Vice President and Group Chief 

Executive Officer for NiSource's Indiana Business Segment, which includes 

Northern Indiana Public Service Company ("NIPSCO or the "Company"), 

Northern Indiana Fuel & Light Company, and Kokomo Gas and Fuel Company. 

In that capacity, I also serve as President of NIPSCO, Petitioner in this 

proceeding. 

What are your professional responsibilities as President of NIPSCO? 

My role is one of three senior executive positions within NiSource with profit and 

loss responsibility for its major business units. As President of NIPSCO, I am 

ultimately responsible for all aspects of its business operations. 

Please briefly describe your professional experience. 

I began my utility career at GTE Corp. in 1978. Over the course of the next 22 

years, I earned positions of increasing responsibility in finance, regulatory, 

strategic planning, marketing and sales, and operations. In 2000, when GTE 

merged with Bell Atlantic to form Verizon, I moved to New York as part of the 

founding executive team for that new company's wireline business as President- 
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1 National Operations. In 2004, I joined Commonwealth Telephone Enterprises in 

2 Dallas, Pennsylvania as Chief Operating Officer and led all of its business units 

3 until its sale in 2007. 

4 I am a member of the Board of Directors of the Edison Electric Institute and of 

5 the Indiana Energy Association. 

6 Q5. Please describe your educational background. 

7 A5. I earned a B.A. in Business Administration and Finance, with honors, fkom the 

8 University of Washington. 

9 46. What is the purpose of your direct testimony in this proceeding? 

10 A6. The purpose of my direct testimony in this proceeding is to describe NIPSCO's 

11 mission and focus, to provide an overview of its electric utility system and 

12 operations, to explain challenges faced by NIPSCO that have been addressed in 

13 the proposals made in this proceeding, and to briefly summarize the relief 

14 requested by NIPSCO in its case-in-chief. I also discuss changes to the 

15 organizational structure implemented within NIPSCO, including the resulting 

16 increase in staffing levels. I discuss the decision to retire NIPSCO's D.H. 

17 Mitchell Generating Station ("Mitchell") and Units 2 and 3 of NIPSCO's 

18 Michigan City Generating Station ("Michigan City"). 
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NIPSCO'S MISSION AND FOCUS 

What is NIPSCO's mission and focus? 

NIPSCO's mission is to provide its customers with safe and reliable gas and 

electric service at just and reasonable rates. The Company is committed to 

building on its tradition of service to strengthen all aspects of future service 

performance. NIPSCO is focused on increasing the reliability of its electric 

service by investing in its generation portfolio both by acquiring new assets and 

through the Company's maintenance plan to ensure reliable and cost effective 

service into the future. NlPSCO also maintains a strong focus on all its 

stakeholders, including its customers, employees, communities and regulators. 

NIPSCO seeks to continually improve customer satisfaction, build employee 

engagement and respond to the needs of those whom we serve. As part of the 

Company's plan to achieve these goals, NIPSCO is committed to transparency 

and active communication with all of our stakeholders. 

15 Q8. What steps has NIPSCO recently taken in furtherance of its mission and 

16 focus? 

17 A8. NIPSCO has recently taken a number of important steps in support of its core 

18 mission. The acquisition of the Sugar Creek Generating Station in West Terre 

19 Haute, Indiana ("Sugar Creek Facility"), a gas-fired combined cycle combustion 

20 turbine generating facility, was a significant step forward in solidifying 

21 NIPSCO's generation capacity position and modernizing its generating fleet. 

22 Additionally, in support of our mission of reliable and cost effective service, 
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NPSCO has decided to retire Mitchell and Michigan City Units 2 and 3, its oldest 

coal-fired and retrofitted gas-fired generating facilities. NlPSCO Witness Bradley 

K. Sweet further discusses the retirement of these facilities. 

Also, in support of our mission to provide safe and reliable transmission and 

distribution of electricity, we have stepped up our forestry spend. Steps have also 

been taken to increase the security of our key substation assets through 

investments in fencing and other deterrent and monitoring equipment. Regarding 

our focus on continuous improvement in customer service, we have a high quality 

customer contact center in Merrillville which is staffed around the clock to care 

for our customers. Our professional associates are trained in customer service and 

technical skills and we have upgraded our systems infrastructure to provide each 

of our customers with professional, high quality and efficient support. 

As mentioned above, we have recently reorganized our company into a Northern 

Indiana business unit. This configuration provides for clear accountability for all 

aspects of our business performance and reinforces our focus on our NIPSCO 

customer segments. Related to this new organization, I have authorized the 

establishment of 83 positions intended to further NPSCO's focus on customer 

satisfaction, system reliability and regulatory transparency. These staffing 

additions include senior level positions in Customer Engagement and 

Communications, new management positions in Service Delivery, and positions 

needed to meet new Federal Energy Regulatory Commission ('FERC") and North 
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American Electric Reliability Corporation ("WERC") compliance requirements. 

NIPSCO has also created a new department focused on resource planning, 

development and strategy. The new positions also include an increase in staffing 

for the Rates department. One key component of these staffing increases is 

responsibility for the electric demand side management ("DSM) programs being 

developed by the Company. NIPSCO is also committed to strengthening its 

regulatory engagement through an increase to staff in the Company's Indianapolis 

office, including the Vice President of Regulatory and Legislative Affairs and his 

staff. 

NIPSCO also has developed plans to deal with its aging workforce, a significant 

issue facing NIPSCO as increasing numbers of its skilled employees reach 

retirement age in the next few years. As discussed in greater detail by NIPSCO 

Witnesses Timothy A. Dehring and Robert D. Campbell, NIPSCO has 

experienced an increase in the average age of its workforce. As a result, the 

Company has developed a detailed plan to ensure that the necessary actions will 

be taken to hire and train replacements for key positions such that the safety and 

quality of service is maintained to our customers on a cost effective basis. 

NIPSCO has accelerated its hiring in order to proactively address this situation. 

The Company anticipates the need to continue hiring at increased levels into the 

future due to our demographic profile. 
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1 11. NIPSCO'S ELECTRIC SYSTEM AND OPERATIONS 

2 Q9. Please provide an overview of NIPSCO's electric system. 

3 A9. NIPSCO's electric system delivers service to approximately 457,000 customers in 

4 twenty counties in the northern part of Indiana. Our customers consumed more 

5 than 17,800 Gigawatt hours of electricity during the 2007 test year. Table 1 

6 below summarizes NIPSCO's customers by class: 

7 Table 1 - 2007 NIPSCO Customer Data. 

Table 1 illustrates the fact that, while industrial customers make up less than one 

percent of the total NIPSCO electric customers, they consumed more than 53 

percent of the electricity sold during the test year. 

1 213 112007 
Residential 
Commercial 
Industrial 
Wholesale 
Other 
TOTAL 

To serve our total customer load, NlPSCO owns and operates a portfolio of 

generating assets. Those assets that are currently dispatched by the Midwest 

Independent Transmission System Owners, Inc. (''Midwest ISO") have a 

combined capacity of 2,787 megawatts ("MW"). That portfolio includes three 

coal-fired generating stations with a combined capacity of 2,574 MW, four gas- 

fired units with a total net capability of 203 MW, and two hydroelectric 

generating plants with a combined capacity of 10 MW. The Sugar Creek Facility 

Customers 

400,991 
52,8 15 
2,509 

6 
755 

457,076 

Test Year Sales (GWH) 
3,543.6 
3,775.0 
9,443.7 

909.1 
141.7 

17,813.1 - 
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1 provides an additional 535 MW of generating capacity, increasing our total 

2 capacity to 3,322 MW. NIPSCO Witness Philip W. Pack provides more detail 

3 about NIPSC07s generation fleet. 

4 Functional control of NPSCO's transmission facilities lies with the Midwest ISO, 

5 a regional transmission organization ("RTO) operated under the authority of the 

6 FERC, which controls the use of NIPSCO's transmission system on a non- 

7 discriminatory open access basis and dispatches NIPSCO's generating units along 

8 with all others located within the Midwest ISO's footprint on a security- 

9 constrained economic dispatch basis. NIPSCO also engages in power purchase 

10 transactions, including through the energy markets operated by the Midwest ISO, 

11 as required to meet the demands of its customers. Mr. Sweet discusses NIPSCO's 

12 participation in the Midwest ISO. 

13 NTPSC07s transmission system consists of 2,778 circuit miles of line ranging in 

14 voltage from 69,000 to 345,000 volts. In addition to providing for the 

15 transmission of electricity within the NPSCO system, many of NIPSCO's largest 

16 industrial customers are served directly at transmission voltage from these lines. 

17 Mr. Dehring addresses a variety of information associated with NIPSC07s 

18 transmission and distribution facilities. 

19 Q10. What are NIPSCO's plans for the facilities located at Mitchell Station as well 

20 as the Michigan City Units 2 and 3? 
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1 A10. As discussed by Mr. Pack and Mr. Sweet, NIPSCO intends to demolish Mitchell 

2 and remediate the site to industrial condition. There has been some discussion 

3 with third parties regarding their desire to make use of the Mitchell site for other 

4 purposes, but no decisions have been reached in that regard. Michigan City Units 

5 2 and 3 will be retired and the equipment removed. However, the remainder of 

6 the Michigan City facility will continue to be used by NPSCO for generation and 

7 transmission. 

8 Qll .  What steps has NIPSCO taken to manage the escalation of operation and 

9 maintenance expenses? 

10 All .  NIPSCO aggressively manages its costs of providing electric service to its 

1 1  customers. There are certain types of costs over which we have little to no 

12 control, such as costs driven by changes in environmental compliance 

13 requirements and the generally escalating prices of materials, equipment and 

14 contract labor. NIPSCO manages cost escalation through a rigorous budgeting 

15 process coupled with the use of competitive procurement practices. By seeking 

16 competitive bids for equipment and services, NIPSCO reduces its cost escalation 

17 by ensuring we do business with the most cost effective vendors that are 

18 available. 

19 Q12. What steps has NIPSCO taken to manage the escalation of labor-related 

20 costs? 
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1 A12. Because of our fundamental commitment to the delivery of safe and reliable 

2 electric utility service, NlPSCO focuses on hiring and retaining highly capable 

3 and qualified individuals throughout our company. As discussed by Mr. 

4 Campbell, NIPSCO offers a package of compensation and benefits that are 

5 competitive within the electric utility industry to accomplish that goal. That said, 

6 the NiSource family of companies generally, and its Indiana operating companies 

7 specifically, take advantage of cost synergies available when individuals can 

8 perform similar work on behalf of multiple NiSource companies. The expenses 

9 for individuals providing shared services are allocated accordingly. NlPSCO is 

10 also investing in new system capability via its work management initiative to 

11 more effectively dispatch work to its distribution and transmission workforce. 

12 111. CHALLENGES FACING NIPSCO 

13 413. Please describe key challenges facing the electric utility industry generally. 

14 A13. The electric utility industry overall is faced with a number of challenges. 

15 Planning for uncertain future changes in environmental regulation (principally 

16 carbon emissions) presents a very significant challenge for most electric utilities, 

17 and is all the more important for a utility like NIPSCO that is heavily reliant upon 

18 coal as a fuel source. Escalating fuel and transportation costs pose a severe 

19 challenge to the ability of an electric utility to provide service at prices that 

20 recover its costs yet remain reasonable for customers. Additionally, as discussed 

21 above, the electric industry, along with other utilities and non-utility industries, is 
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1 challenged by the transition of many of its most experienced employees out of the 

2 workforce as demographics-driven retirements take place. 

3 414. Please describe challenges faced by NIPSCO specifically. 

4 A14. In addition to the challenges confronting the electric industry as a whole, NIPSCO 

5 is faced with specific challenges due to its characteristics and service territory. 

6 Since the close of the 1985 test year in our last general rate increase proceeding 

7 (Cause No. 38045), the electric industry has undergone a transformation from an 

8 interconnected network of individual utility systems to an independently managed 

9 grid intended to support long-haul power transactions, market-based pricing and 

10 the economic dispatch of generating units. NIPSCO needs to adopt rate 

11 mechanisms that can deal effectively with this new environment. Replacement of 

12 aging generation plants with additional capacity and diversifying its fuel sources 

13 are also important issues for NIPSCO today. 

14 In addition to changes in the industry at large, NIPSCO's service territory and 

15 customer mix have undergone substantial changes in the past twenty years. 

16 NIPSCO's current array of tariffed services are no longer reflective of the 

17 distinctions within our customer mix. For example, existing Rate 821 was 

18 originally designed as a rate for small commercial customers, but now serves a 

19 diverse blend of customers ranging from small convenience stores to big box 

20 stores - customers with widely divergent load and usage characteristics. 

21 Additionally, NIPSCO's largest industrial customers have long formed the 
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1 economic backbone of its service territory - a fact recognized in the terms under 

2 which they have been served for many years. These customers and their 

3 industries have also undergone massive restructuring since NIPSCO's base rates 

4 were last set in the 1980s, resulting in a consolidation of the number and diversity 

5 of customers while the cost to serve them has increased. Finally, NIPSCO's 

6 residential customer base rates have remained constant for more than twenty years 

7 in spite of increasing costs. Additionally, since NIPSCOYs last base rate increase, 

8 the relative cost of providing service has shifted among customer classes, 

9 resulting in the need to "rebalance" NIPSCO's rate structure. 

415. Will the Company's proposals in this proceeding address the challenges you 

have described? 

A15. Yes, NIPSCO's proposals represent an important platform for confkonting these 

challenges. The Company designed its recommendations to begin to address each 

of these challenges in a manner that reflects the reality that a full rebalancing of 

its rates after more than twenty years would have dramatic and immediate impacts 

on certain customer classes. NIPSCO, therefore, will seek to mitigate the impact 

of its proposed restructuring change on individual classes of customers, while 

offering opportunities for customers of all sizes to manage their own usage to the 

economic benefit of both customers and the system as a whole. 
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IV. OVERVIEW OF NIPSCO'S PROPOSAL 

416. Please summarize NIPSCO's proposed changes in base rates. 

A16. NlPSCO seeks a two-step increase in rates over those approved by the 

Commission in its last general rate proceeding, Cause No. 38045. The increase in 

gross margin (revenues less fuel, purchased power and associated taxes) proposed 

in the first step is $23,983,452. The first step captures operational expenses as of 

the close of the calendar year 2007 test year, as adjusted for fixed, known and 

measurable changes. The proposed second step accounts for the addition of the 

Sugar Creek Facility to NIPSCO's rate base upon its dispatch into the Midwest 

ISO. The second step will enable NIPSCO to recover capital costs and the 

operating expenses relating to the Sugar Creek. The proposed second step will 

increase revenues by an additional $80,723,642. 

13 417. Please identify the witnesses presenting direct testimony for the Company. 

14 A17. NIPSCOYs case-in-chief consists of testimony and exhibits from 22 witnesses. 

15 Table 2 below identifies each witness and the major topics addressed in his or her 

16 testimony. 

17 Table 2 - Table of Witnesses. 

Witness 

Robert C. Skaggs, Jr. 
President and CEO 
NiSource Inc. 

Major Topics 

Overview of NiSource and its corporate 
structure 

NiSource Strategic Plan 
Access to capital markets 
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Witness 

Eileen OYNeill Odum 
President 
NIPSCO 

Linda E. Miller 
Executive Director, Rates and 
Regulatory Finance 
NiSource Corporate Services 

Mitchell E. Hershberger 
Controller 
NIPSCO 

Robert D. Campbell 
Senior Vice President, 
Human Resources 
NiSource Corporate Services 

Susanne M. Taylor 
Controller 
NiSource Corporate Services 

William J. Gresham 
Manager, Forecasting 
NiSource Corporate Services 

Major Topics 

NIPSC07s mission and focus 
Overview of electric utility systems and 

operations 
Challenges faced by NIPSCO 
Relief sought by NIPSCO 
Publication of Legal Notice and provision of 

Customer Notices 
NIPSC07s required rate relief 
NIPSCO's adjusted rate base 
NIPSCO's adjusted net electric operating 

income 
NIPSCO's proposed tracking mechanisms 
NIPSCO regulatory capital structure and cost of 

capital 
NIPSCO's accounting processes, including 

audits and controls 
NIPSCO's per book financial statements 
Allocation of common costs 
Relationship between NIPSCO and NCS 
Verification and review of NCS cost 

assignments 
Rate base adjustments 
One-time billed revenue adjustment 
Depreciation rate proposal 
NIPSCO and NiSource compensation and 

benefits 
NIPSCO's employee and retiree benefit 

programs 
Aging workforce issues 
Employee vacancies 
Relationship between NCS and NIPSCO 
Assignment of NCS costs between NIPSCO and 

affiliated companies 
Adjustments to test year NCS allocation to 

NIPSCO 
Weather Normalization 
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Witness 

John M. O'Brien 
Assistant Controller of Taxes 
NiSource Corporate Services 

Philip W. Pack 
Manager, Major Products & 
Resource Development 
NIPSCO 

Timothy A. Dehring . 
Senior Vice President, Energy 
Delivery 
NiSource Corporate Services 

Frank A. Sharnbo 
Vice President, Regulatory 
and Legislative Affairs 
NiSource Corporate Services 

Robert D. Greneman, P.E. 
Stone & Webster 
Management Consultants, 
Inc . 

Curt A. Westerhausen 
Manager, Rates and Contracts 
NiSource Corporate Services 

Major Topics 

NIPSCO's federal and state income tax expense 
adjustments 

Adjustments for taxes other than income 

NIPSCO's generation fleet 
Demolition of certain generation units 
Generation O&M expense adjustment for 

contract labor 
Amendments to NIPSCO's environmental cost 

recovery mechanisms 
Transmission system operations 
Implementation of FERC Seven-Factor Test 
Distribution system operations 
Planned investment in work management 

technologies 
New electric safety programs 
Impact of employee retirements to the 

transmission and distribution operations 
segment 

Background of NIPSCO's existing rates 
Certain proforma revenue adjustments 
Overview of rate design principles 
New rate desigdtariff policy 
Step Two rate proposal associated with the 

Sugar Creek Generating Facility 
Rationale for NIPSCO's proposed Reliability 

Adjustment tracking mechanism 
Overview of tariff simplification effort 
NIPSCO's future rate issues 
NIPSCO's cost of service study 
Development of NIPSCO's proposed rate 

structure 
Results of application of FERC Seven-Factor 

Test 
Tariff revisions, including the Company's 

comprehensive review and modification of 
tariff 



Witness 

John J. Spanos 
Vice President, Valuation and 
Rate Division 
Gannett Fleming, Inc. 

Vincent V. Rea 
Director, Treasury Corporate 
Finance 
NiSource Corporate Services 

Managing Consultant 
P. Moul & Associates 

Executive Advisor 
Concentric Energy Advisors 

John J. Reed 
Chairman and CEO 
Concentric Energy Advisors 

Manager - Energy 
Burns & McDonnell 
Engineering Co. 

Bradley K. Sweet 
Vice President - Strategic 
Planning and Operations 
Support 
msco 

Director, Generation Dispatch 
and Energy Management 

Director, Environmental 
Permitting and Regulatory 
Services 
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Major Topics 
- -- 

Proposed depreciation accrual rates 

NIPSCOys debt financing activities 
NIPSCO's credit ratings 
NIPSCOys cost of debt 

Rate of return on common equity 
Fair value rate base 

Fair value of NIPSCO assets 
Reproduction Cost New Less Depreciation 

Study 

Fair value of NIPSCO generation assets 
DCF valuation of generation assets 

Cost of demolition and remediation of certain 
NIPSCO generation facilities 

Transmission system 
Midwest ISOys resource adequacy plan 
Generation facilities 
Capacity solutions 
Transmission planning 

Deferred Midwest IS0 costs 
Reliability Adjustment tracking mechanism 

Current and emerging environmental regulations 
impacting NIPSCO's compliance activities 

NIPSCO generation fleet environmental 
compliance program 
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1 Q18. Does NIPSCO anticipate taking additional steps outside of this proceeding to 

2 address its rate structure? 

3 A18. Yes. NIPSCO is developing a range of programs intended to promote the 

4 efficient use of energy, including programs targeting DSM. 

5 Q19. Why is NIPSCO planning to address those programs in a different 

6 proceeding? 

7 A19. NIPSCO plans to address its energy efficiency initiatives outside of this general 

8 rate proceeding so as to put these initiatives in place on an expedited basis. The 

9 Company anticipates that the Commission will consider its DSM-related plans 

10 before the conclusion of this proceeding. The Company commits to launching 

11 these programs immediately upon their approval by the Commission. 

12 Q20. How does NIPSCO intend to incorporate its energy efficiency proposals into 

13 its rates if they are not part of this general rate proceeding? 

14 A20. As discussed in Mr. Shambo's testimony, NIPSCO recommends that costs and 

15 benefits associated with its energy efficiency programs be managed through a 

16 DSM tracking mechanism similar to that approved by the Commission for other 

17 Indiana electric utilities. 

18 V. NOTICES 

19 421. Has NIPSCO published notice of the fding of this case in each County where 

20 it provides electric service? 
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1 M I .  Yes. Attached to my testimony as Petitioner's Exhibit E00-2 are copies of the 

2 notices of the filing of the petition in this proceeding published in newspapers in 

3 each county in which NIPSCO provides electric service, along with the 

4 Publishers' Affidavits confirming the publications. 

5 422. Will NIPSCO provide its residential customers with written notice of the 

6 proposed changes in basic rates? 

7 A22. Yes. After the filing of the petition in this proceeding, NIPSCO included on its 

8 residential bills a notice that the petition had been filed and the customers would 

9 be provided a summary of the nature and extent of the proposed changes to basic 

10 rates after the proposed rate changes were finalized. After the filing of NIPSCO's 

11 case-in-chief, NIPSCO will provide a written notice in the form of Petitioner's 

12 Exhibit E00-3 summarizing the impact of the proposed changes in basic rates on 

13 residential customers. This notice will be provided to residential customers as a 

14 bill insert within 45 of the filing of NIPSCO's case-in-chief. 

15 423. Does this conclude your prepared direct testimony? 

16 A23. Yes, it does. 
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Proofs of Publication 

NEWSPAPER 

Benton Review Newspaper 

Carroll County Comet 

The Evening Star 

Goshen News 

Rochester Sentinel 
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Warsaw Times-Union 

LaGrange News 
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MDSOl DWM 106281 1v1 



General Form No. 99P(revised 1995) 

To: The Benton Review 
P.O. Box 527, 

County, Indiana Fowler, IN 47944 Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

PUBLISHER'S CLAIM 
LINE COUNT Cause No. 43526 

Display Matter (Must not excee two actual lines, neither of which shall total more than four solid lines of 
type in which the body of the advertisement is set) - number of equivalent lines ....... 

Page 2 of 22 

Head-number of lines ................................................................................................ 
Body--number of lines ................................................................................................ 

................................................................................................... Tail-number of lines 
Total number of lines in notice ....................................................................... 

COMPUTATION OF CHARGES . I 

2: ,yel;A columns wide equals, # equivalent lines 
cents per line ........................................................................... 

Additional charges for notices containing rule or tabular work 
(50 percent of above amount) .............................................................................. - 

Charge for extra proofs of publication ($1.00 for each proof in excess of two) - .............. 

DATA FOR COMPUTING COST 
Width of single column: 11 picas 

Number of insertions: / 
Size of type: 8 point 

Pursuant to the provisions and penalties of Chapter 155, Acts 1953. n 

I hereby certify that the foregoing account is just and correct. that the amount cla 
all just credits, and that no part of the same has been paid. 

w 
Date: Title: Publisher 

PUBLISHER'S AFFIDAVIT 
State of lndiana 
Benton County 

Perso?ail~ appeared before me, a notary public in and for said county LEGAL NOTICE ' 

,. 

is a true Copy, which was duly published in said paper: for 

008. 

. ,,.- 
Notary Public, 

. . .  <, -7. 

M;; cdm$ssio;~ expires: / 3  (r 0 C f  ratemaking mech+ms propod, by NlrpSCO. ' . 
O'Neill Odum, CEO Norihern lndiai~a Public Service Company 

r- 
2 .  

. . . . .  7/16. 



LEGAL NOTlCE 
NOUW is hereby given that on June 27.2008 
Notthem Indiana PuMk Service Company 
(WIPSCW filed a Petillon wlth the Indiana 
Utility Regulatory Commlsslon h Cause No. 
43526 for (1) authodly to modify its rat- and 

; c h a r s e s ~ e l e a l i c u t l W ~ ~ 2 \ ~  
o f n e W ~ o ~ m & . a n d ~ e p p l r -  
cable thereto; (3) m v a l  of reviaed depre- 
clatlon -1 rates; (4) Muslon In its basic 
rates and charges of Me costs associated 
with certain pmvbwly appmved qualnied pol- 
Mm - pmpecty projacts; (5) aumorlty 
to Implement a rate adjustment mechantsm 
purauant to Ind. Code § 8-1- 242(a) to (a) 
timely recover charges and credits from ce- 
gional transmls~4011 organizatrons and NIP- 
SCWs lransmlssion revenue requirements; 
@) timely recover NIPSC(Y8 purchased 
power costa: and (c) allocate NIPSCWs off 
system sales revwwes; (6) approve1 of vali- 
o u 3 ~  to NIPSC(Y8 &cMc 88Mm tar- 
l f fmcludffgwlthraspecttOthe~RJes 
and mg&Uons, the envlmmental cust re. 
cwecy mechenh smand the envircmnmml ex- 
pen- mechanism; O approval of the 
dassHlcatlon of NIPSWs fadlltles as bans- 
mlSSI0n OfdlstribuHon h -- wfth the 
Federal Energy Regulaloy Commlsslon's 
seven-Wr test and (8) approval o( an al- 
temauwt regulatq plan pursuant to Ind. 
Code § 8-1-2.5-1 et seq. to the extent such 
relief k neammy to effecl the ratemaklng 
mechanisms proposed by NIPSCO. 

EBeen (YNeiU Odum. CEO 
NORMERN INDIANAPUBUC 

SERVICE COMPANY 
2811 

Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 3 of 22 
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mmssav lo effect the raIamekim 
rnedani'tw pmposed by NIPSW. 

Eileen O'Nel Odum 
rFn 

NORMERN INDIANA PUZE 
SERVICE COMPANY 



08-276 RR 711 1/08 
LEGAL NOTICE Notice is hereby 
given that on June 27, 2008. 
Northern lndiana Public Service 
Company ("NIPSCO") filed a 
Petition with the Indiana Utility 
Regulatory Commission in Cause 
No. 43526 for (1) authority to modify 
its rates and charges for electric 
utility service; (2) approval of new 
schedules of rates and charges 
applicable thereto; (3) approval of 
revised depreciation accrual rates; 
(4) inclusion in its basic rates and 
charges of the costs associated 
with certain previously approved 
qualified pollution control property 
projects; (5) authority to implement 
a rate adjustment mechanism pur- 
suant to Ind. Code ? 8-l-2-42(a) to 
(a) timely recover charges and cred- 
its from regional transmission 
organizations and NIPSCO's trans- 
mission revenue requirements; (b) 
timely recover NIPSCO's purchased 
power costs; and (c) allocate 
NIPSCO'S off system sales rev- 
enues; (6) approval of various 
changes to NIPSCO's electric serv- 
ice tariff including with respect to 
the general rules and regulations, 
the environmental cost recovery 
mechanism and the environmental 
expense mechanism; (7) approval of 
the classification of NIPSCO's facili- 
ties as transmission or distribution 
in accordance with the Federal 
Energy Regulatory Commission's 
seven-factor test; and (8) approval 
of an alternative regulatory plan 
pursuant to lnd. Code ? 8-1-2.5-1 et 
seq. to the extent such relief is nec- 
essary to effect the rate making 
mechanisms proposed by NIPSCO. 
Eileen O'Neill Odum, CEO 
NORTHERN INDIANA PUBLIC 

SERVICE COMPANY 

Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 7 of 22 

PUBLISHER'S AFFIDAVIT 

State of Indiana) ss 
Jasper County.) 

Rensselaer Republican, a weekly newspaper of general armlation printed and published in the English language in the town of 

Rensselaer in state and county aforesaid, and !hat the printed matter attached hereto is a true copy, which 

was duly published in said paper for 1 time -, the dates of publication bein0 a 
follows: 

. . .  . . .. 

I I 
0 

20 and 20 - 
2 0  and -- 20 

- 

Subscribed and swom to before me thi 

My commission expires 20 
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Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 9 of 22 

To: LaGrange News. Dr. 
P.0. BOX 148 Federal ID 1135-0458020 

LaGrange County, Indiana LaGrange, Indiana 46761 

PUBLISHER'S CLAIM 
LINE COUNT 

Display Matter (Must not exceed two actual lines, neither of which shall total more than 
four solid lines of type in which the body of the advertisement is set) - number of 

................................................................. equivalentlines 

Tail - number of lines.. ........................................................... 
Total number of lines in notice.. 

2' 
2 .............................................. 

COMPUTATION OF CHARGES 

lines. A columns wide equals (rCZ equivalent lines at 

,~$f.L cents per line ....... : .................................................. $ A 9 b5-  
Additional charge for notices containing rule or tabular work 

(50 percent of above amount) .................................................... 
Charge for extra proofs of publication ($1.00 for each proof in excess of two). .......... 

TOTAL AMOUNT OF CLAIM ................................................. $ d 5 l  

DATA FOR COMPUTING COSY 

Width of single column .& ems 

Size of type point 

Pursuant to the provisions and penalties of Chapter 155, Acts 1953, 

I hereby certify that the foregoing account is just and correct, t 
all just credits, and that no part of the same has been paid. 

Date: // . 20 Title: Editor 

V u 
PUBLISHER'S AFFIDAVIT 

State of lndiana ) 
) ss: 

LaGrange County ) 

Personally appeared before me, a notary public In and for said county and state, 

the undersigned W. F. Connelly who. belng duly sworn, says that he is Oen. Mgr. 

of the LaGrange News, a newspaper of general clrculation prlnted and published 

in the English language in the (city) (town) of LaGrange, in state and county 

aforesaid, and that the printed matter attached hereto Is a true copy, which was 

duly published In said paper for 

time -, the dates of pub!lcQtion being as follows: 

Subscribed and sworn to before me this a d a v . o f . b b  

My commission expires: . 



Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 10 of 22 

PUBLISHER'S AFFIDAVIT 
PROOF OF PUBLICATION 

NISOURCE CORPORATE SERVICES 
PT3915 

STATE OF INDIANA 
COUNTY OF LAKE SS: 

Before me, Betty M. Villareal, a notary public, this day personally 
came Maribel Delbrey, who being duly sworn in according to law, 
says she is LEGAL CLERK of the Post-Tribune Publishing, Inc., 
publishers of THE POST-TRIBUNE, a daily newspaper, published in 
GARY IN SAID COUNTY AND STATE and that the notice of which the 
annexed is true copy, was published in said paper. 

On the 10 day of July 0 8 

c, 
PV/ & d Y - - < - 2  ./'JlZL22#~ / 

Maribel Delbrey, Legal ~le& 

MY commission expires .LC-, C, 016 



Form Prescribed by State Board of Accounts 

NiSource 
(Governmental Unit) 

General Form No. 99P (Revid  1987) 
Petitioner's Exhibit E00-2 

Nodern Indiana Public Service Company 
TO: w o r k  ~ e r a l d - ~ r g u s  Cause No. 43526 
701 state sh-eet Page 1 1 of 22 La Porte, IN 46350 
Federal ID # 35-1907691 

LaPorte County, Ind PUBLISHER'S CLAIM 

LINE COUNT 
Display Matter ( Must not exceed two actual lines, neither of which shall total more 

than four solid lines of type in which the body of the advertisement is set) -number of 
................................................................................. equivalent lines 

..................................................................... Head - number of line s... 59 

....................................................................... Body - number of lines. 

Tail - number of lin es... ........................................................................ 

Total number of lines in noti ce... .......................................................... 59 

COMPUTATION OF CHARGES 
1 columns wide equals equivrtlent line 59 at 59.00 lines 0.277 

cents per line ................................................................................................................ $16.52 

Additional charge for notices containing mle or tabular work 
.............................................................. (50 percent of above amount) 

Charge for extra proofs of publication ($1.00 for each proof 
In excess of two) ............................................................................ $ 

................................................... TOTAL AMOUNT OF CLAIM $ 16.52 

DATA FOR COMPUTING COST 

Width of single column l4ems 
1 Number of insertions: 

Size of type 6 point 

Pursuant to the provisions and penalties of Chapter 155, Acts 1953 

I hereby certify that the foregoing account is just and wrrecf that the am 
just credits, and that no part of the same has been paid. 

Date: July 9,2008 Assistant Business Manager 

PUBLISHER'S AFFI~AVIT 

State of Indiana ) 
) ss: 

Lapork county ) 

Personally appeared before me, a notary public in and for said county and state, the undersigned Julie Frank, who being 
duly sworn, says that he/ she is Assistan Business Mananer of The LaPorte Herald-Argus newspaper of general circulation printed 
and published in the English language in the (city) (town) of LaPorte in state and county aforesaid, and that the printed matter 

1 time@), the dates of publication being as follows: attached hereto is a true wpy, which was duly published in said paper for 

Subscribed and sworn to '- 

My Commission expires: April 24 2016 Lorynda Elsermann Notary Public Seal State of Indiana 
LaPons County 

My 8ernrni~oion Expires 04/28/2018 I 



Publisher's Fee $16.52 

: 
; 
: , . 
,' 
L. 

!f 

: 
' 
' 
! 
: 
! 

Lorynda Eisemann 
Notary Public Seal State of Indiana 

LaPorte County 

5 
3 
3 

CK) 
E 

NORTHERN INDIAN4 
PUBUC SERVICE 
.COMPANY , . w 3. 

& g  g 3 
Subscribed and sworn to before me, a Notary Public in and for said county, this 9th day of July, 2008. 

n ~ >  

EGALNOTlCE 
Notim is haeby g h , t t u t  on 
June 27, 2008, Northern Indi- 
ana Public .Sewice Compn 
("NIPSCO") fiH a petition wiX 
he Indiana Utilily Raeulatory 
Cammirsian in' Cpuse No. 
a 5 2 6  b r  (1)  yhmptmmd- 

e it, its, r o t e p d  u lllty sewace; charges (2) for 
approval of new schedules d 
m b  and charges applicable 
thereto; 13) appmwl of &,ed 
depdation aanral rates; (4) 
idusion in ik basic m b  and 
chaies of tho caq associated 
with certain *previously 
approved qualified pollution 
m n h l  property p m j e  (5) 
,ouharity to implement a trnb 
-odju*l mahdnism pursuant 
lo Ind. Code 1 8-1-2-4210) lo 
(a) timely recow charges and 
credih hwn tegiawl tmnwnis- 
r im wgbnizations and NIP- 
SCO's transmission. revenus 
ruquimenh; (b) timely m e r  
,NIPS CG's p&d power 
msk; and (c) allocate NIPSCO'r 
off syYem =!as revenues; (6) 
apprwol of'mrious changes to 
NIPSCO's electric w ~ c a  hriff 
incMing m'h rsrpect to h e  
enem1 rules and mguldons, 

$9 emimnmsnh~ cog -wry 
mechanism and he environ- 
mend axpenso mechunism; (7) 
opprowl of h e  dassifimtion of 
NIPSCCT, faulitier as tkmsmis-' 

. ' 

~ldiana, County of LaPorte, ss: 
! 

1 ' 

.LaPorte County) 
State of Indiana) SS : 

Personally appeared before me, a notary public in and for said 
county and state, the undersigned Julie Frank, who being duly 
sworn says that she is of competent age and is Assistant Business 
Manager of the LaPorte Herald-Argus, a daily newspaper which 
for at least five (5) consecutive years has been published in the city 
of LaPorte, county of LaPorte, State of Indiana, and which during 
that time, has been a newspaper of general circulation, printed in 
the English language and entered, authorized and accepted by the 
post office department of the United States of America as mailable 
matter of the second-class as defined by the Act of Congress of the 
United States of March 3, 1879 and that the printed matter attached 
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Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page I4 o f  22 

PROOF OF PUBLICATION 

STATE OF INDIANA 
COUNTY OF NEWTON 

Leaal  Notice-Petition for Authoritv 
To Raise Rates  a n d  Charaes, etc. 
Leaal  #08-204 
NiSource Corp. 
Publisher's Fee: $57.50 

08-204 711 6/08 
LEGAL NOTICE 
Notice is hereby given that on June 

27, 2008,. Northern Indiana Public 
Service Company J'NIPSCO') filed a 
Petition with the lndiana Utility 
Regulatory Commission in Cause 
No. 43526 for (1) authority to modify 
O t s  rates and charges for electric util- 
ity service; (2) approval of new 
schedules of rates and charges 
applicable thereto; (3) approval of 
revised depreciation accrual rates; 
(4) inclusion in its basic rates and 
charges of the costs associated with 
certain previously approved qualified 
pollution control property projects; 
(5) authority to implement a rate 
adjustment mechanism pursuant to 
Ind. Code 1 8-1-2-42(a) to (a) timely 
recover chames and credits from 
regional transmission organizations 
and NIPSCO's transmission revenue 
requirements; (b) timely recover 
NIPSCO's purchased power costs; 
and (c) allocate NIPSCO's off sys- 
tem sales revenues; (6) approval of 
various changes to NIPSCO's elec- 
tric service tariff including with 
respect to the general rules and reg- 
ulations, the environmental cost 
recovery mechanism and the envi- 
ronmental expense mechanism; (7) 
approval of 'the classification of 
NIPSCO's facilities as transmission 
or distribution in accordance with the 
Federal Energy Regulatory 
Commission's seven-factor test; and 
(8) approval of an alternative regula- 
tory plan pursuant to Ind. Code $ 8- 
1-2.5-1 et seq. to the extent such 
relief is necessary to effect the 
ratemaking mechanisms proposed 
by NIPSCO. 

Eileen O'Neill Odum, CEO 
NORTHERN INDIANA PUBLIC 

SERVICE COMPANY 

Before the undersigned Notary Public, in and for 
said County, personally appeared Betty Long, 
Office Administrator of THE NEWTON COUNTY 
ENTERPRISE, a weekly newspaper of general 
circulation, printed in the English language and 
published in Kentiand, lndiana in said county; who 
being duly sworn on oath says that the 
advertisement of which the attached is a true 
copy, was duly published in said paper for 1 
week(s), successively, the first of which 
publication was on the 16 day of July, 2008, and 
the last of which was on the 16 day of July, 
2008. 

---- 
Betty Long, ~ e 6 1  Adv. ~ l k r k  

Subscribed and sworn to before me this 
16 day of July, 2008. 

Randolph C. Pruden- Notary Public 
My Commission Exp. 10H13 



Form Presc ibed b 
State Board of ~c lounts  To: KPC Media Group I ~ c .  Tax I.D. 350436930 

P.O. BOX 39, KENDALLVILLE, IN 41 Petitioner's Exhibit ~ 0 0 - 2  
Northem Indiana Public Service Company 

PUBLISHERS OF THE NEWS SUN Cause No. 43526 

PUBLISHER'S CLAIM 
COMPUTATION OF CHARGES: 

44 lines, I column(s) wide equals 
44 equivalent lines at 0.3880 cents per line, 

Additional charges for notices containing rule or tabular work 
(50% of above amount) AND/OR extra proofs of publication 
($1 -00 for each proof in excess of 2) equals 0.00 0.00 

Data for computing cost: 
Width of single column - 12 ems 
Size of type - 7 points 
Size of quad upon which type is cast - 8 pt. 
Number of insertions - 1 i7.07 

Page 15 of 22 

LINE COUNT 

HEAD (number of lines) I 

BODY (number of lines) ,. : ... . 
TAIL (number of lines) I 

TOTAL I, 

"Pursuant to the provisions and penalties of Chapter 155, Act 1953, @)he further says that the 
foregoing account is just and correct, that the amount claimed is legally due, after allowing all just 
credits, and that no part of the same has been paid" 

Date: 7/ 1 4/08 Kelly Wallen Ad #: 00134984 

LEGAL CLERK NI SOURCES CORPORATE 
SERVUCES 

PUBLISHER'S AFFIDAVIT 

~ t t i A L  NOTICE 
Notice is hereby given that on June 

27,2M)8. Northern lndiana Public Sew- 
Ice Company ("NIPSCO") filed a Peti- 
tion with the lndiana Utility Regulatory 
Commission in Cause No. 43526 for (1) 
authorty to modity its rates and 
charges for electric util~ty sewice; (2) 
approval of new schedules of rates and 
charges applicable thereto; (3) ap- 
proval of revised depreciation accrual 
rates; (4) inclusion in Its basic rates and 
charges of the costs associated with 
certain previously approved qualified 
pollution control property projects; (5) 
authority to implement a rate adjust- 
ment mechanism pursuant to Ind. Code 
1 8-1-2-42(a) to (a) timely recover 
charges and credits from regional 
transmission organizations and NIP- 
SCO's transmission revenue requlre- 
ments; (b) timely r w e r  NIPSCO's 
purchased power costs; and (c) allo- 
cate NIPSCO's off system sales reve- 
nues; (6) approval of various changes 
to NIPSCO's electric service tariff in- 
cluding with respect to the general 
rules and regulations, the envlron- 
mental cost recovery mechanism and 
the environmental expense mecha- 
nism; (7) approval of the classifiition 
of NIPSCO's faci l is  as transmission 
or disiributlon in accordance with the 
Federal Energy Regulatory Commis- 
sion's seven-factor test; and (8) ap- 
proval of an alternative regulatory plan 
pursuant to Ind. Code 5 8-1-2.5-1 et 
seq. to the extent such relief is neces- 
sary to effect the ratemaking mecha- 
nisms proposed by NIPSCO. 

Eileen O'Neill Odum. CEO 
Northern lndiana Public Service 

Company 
NS,00134984.7/11 

Noble County) SS: 
State of Indiana) 
Personally appeared before me. a notary public in and for said 
county and state, the undersigned Kelly Wallen who being duly 
sworn said that (s)he is of competent age and is LEGAL 
CLERK of KPC Media Group Inc, publisher of a daily newspaper 
in Kendallville, county of Noble, State of Indiana, a weekly 
newspaper in Ligonier, county of Noble, State of Indiana, a daily 
newspaper in Auburn, county of DeKalb, State of Indiana, a 
daily newspaper in Angola, county of Steuben, State of Indiana, 
a weekly newspaper in Garrett, county of DeKalb, State of 
Indiana, Butler a weekly newspaper in Butler, county of DeKalb, 
State of Indiana, and which during that time have been 
newspapers of general circulation, having bona fide paid 
circulations, printed in the English language and entered, 
authorized and accepted by the post office department of the 
United States of America as mailable matter of the second-class 
as defined by the Act of Congress of the United States on 
March 3, 1879, and that the printed matter attached is a true 
copy, which was duly published in said newspaper 1 times, the 
dates of publication being as follows : 0711 112008 

Affiant -+-yy& - 
Notary Public N, 
Subscribed and sworn before me on this 
M\r cnmmissinn ~ynirps  hnav 31 3n11) 
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Northern Indiana Public Service Company 

Display Matter (Must not exceed two actual lines, neither of which shalt total more 
Cause NO. 435% 

that four solid lines of type in which the body of the advertisement is set) -- number Page 16 of 22 
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Body -- number of lines 
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Total number of lines in notice 
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(50 percent of above amount) ; .- "(J 
Charge for extra proofs of publication ($1.00 for each proof in excess of two) 
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DATA FOR COMPUTING COST 

Width of single column 6-4 ems 
Number of insertions 
Size of type point 

> .  

Pursuant to the provisions and, penalties of Chapter 155, Acts 1953, . . 

I hereby certify that the foregoing account is just and correct, that the amount claimed is legally due, 
after allowing all just credits, and 'that no part of the same has been paid. 
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Proof of Publication 
Non-Governmental Legal Advertising BilVProof of Publication 

Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 

Publisher's 
Certificate 

State of Indiana 7 
County of Pulaski 1 SS: 

Being f is t  duly sworn upon his oath, deposes and says that he is 
the Publisher of the Pulaski County Journal, a weekly newspaper 
of general circulation, printed and published in the English 
language in the Town of Winamac, Pulaski County, Indiana. 

That this notice, a true copy of which is attached hereto, was 
(two) (three) times to-wit on: 

Publisher's Fee: & Z B  0 

Page 17 of 22 

Signature 
PublisherIDesignated Agent 

Subscribed and sworn to . .--. before me this /i! day of 

LEGAL NOTICE 
Notice is hereby given that on June 27.2008, Northem Indiana Public. 

Sewica Company ("NIPSC0")Ied a Petition wiUl the Indiana Utility Regula- 
tory Commission in Cause No. 43526 for (1) authorihr to modihr its rates and 
changes for electric utility servlce; (2) ap$oval of ;lew sch&ules of rates 
and charges applicable thereto;-(3) approval of revised depredation accrual 

-rates; (4) Inclusion in its basic rates and charges of the costs assodated with 
certain previously approved qualified pollution control property projects; (5) 
authority to implement a rate adjusbnent mechanism pursuant to Ind. Code 
1 8-1-2-&(a) to (a) timely recover charges and credii from regional trans- 
mission organizations and NIPSCOS transmission revenue requirements; @) 
timely recover NIPSCO's purchased power costs; and (c) allocate NIPSCOS 
off system sales revenues; (6) approval of various changes to NIPSCO's elec- 
tric service tariff including with respect to the general Nles and regulations, 
the environmental cost recovery mechanism and the environmental expense 
mechanism; (7) approval of the dassitkation of NIPSCO's faclliies as trans- 
mission or distribution in accordance with the Federal Energy Regulatory 
Commission's seven-factor test; and (8) approval of an alternative regulabry 
plan pursuant to Ind. Code § 8-1-2.5-1 et seq. to the extent such relief Is nec- 
essary to effect the ratemaking mechanisms proposed by NIPSCO. 

Eileen O'Neill Odum CEO 
NORTHERN INDIANA PUBUC SERVICE COMPANY 
169-08 N 7/16 



LEGAL NOTiCE 
Notice is hereby given that on 
June 27, 2008, Northern Indiana 
Public Sewice Company ("NIP- 
SCO') filed a Petition with the 
lndiana Utility Regulatory Com- 
miss~on in Cause No. 43526 for 
(1) authority to modify its rates 
and charges for electric utility 
service; (2) approval of new 
schedules of rates and charges 
applicable thereto; (3) approval 

rates; (4) inclusion in its basic 
rates and charges of the costs 

i 
of revised depreciation accrual 1 

associated with certain previ- 
ously approved qualified pollution 
control property projects; (5) au- 
thority to implement a rate ad- 
justment mechanism pursuant to 
Ind. Code Section 8-1-2-42(a) to 
(a) timely recover $charges and 
credits from regional tyansmis- 
sion organizations and $IlPSCO's 
transmission rvenue require- 
ments; @) %me& recover 
NIPSCO's purchased power 
costs; and (c) allocate NiPSCO's 
off system sales revenues: (6) 
approval of various changes to 
NIPSCO's electrlc service tariff 
including with rqspect to the 
general rules and regulations, 
the environmental cost recovery 
mechanism and the environ- 
mental expense mechanism; (7) 
approval of the classification of 
NlPSCOs facilities as transmis- 
sion or distribution in accordance 
with the Federal Energy Regula- 
tory Commission's seven-factor 
test: and (8) approval of an alter- 
native regulatory plan pursuant 
to Ind. Code S.ectmn 8-1-2.5-1 et 
seq. to the extent such relief is 
necessary to effect the tate- 
making mechanisms proposed 
by NIPSCO. 

11: 7: 9 

State of Indiana 
St. Joseph County 0s: 

Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 18 of 22 

Personally appeared before me, a notary public in and for said county and 
Carol Smith state, the undersigned 

who, being duly sworn says that she is of competent age and is 
Advertising Director of The South Bend Tribune, a 

daily newspaper which for at least five (5) consecutive years has been 
published in the City of South Bend, county of St. Joseph, State of Indiana, 
and which during that time, has been a newspaper of general circulation, 
having a bona fide paid circulation, printed in the English language and 
entered, authorized and accepted by the post office department of the 
United States of America as mailable matter of the second-class as defined 
by the act of Congress of the United States of March 3, 1879, and that the 
printed matter attached hereto is a true copy, which was duly published in 
said newspaper. 

time s, the dates of publication being as follows: 1 

Subscribed and sworn to before me this 25th day 

of August 2008 . 

.% s, 

My commission expires January 28,2009 

Charges $24.72 



LINE COUNT 

Petitioner's Exhibit E00-2 
PUBL'SHER'S '''IM Northern Indiana Public Service Company 

Cause No. 43526 
Page 19 of 22 

Disdav Matter (Must not exceed two actual lines. neither of which shall total . , 

more than four solid lines of the type in which the body of the advertisement 
is set) number of equivalent lines 

Head -number of lines 

Body - number of lines 

Tail - number of lines 

Total number of lines in notice 

COMPUTATION OF CHARGES 

50 lines, - 1 columns wide equals 
50 equivalent 

lines at 0.356 

Charge for extra proofs of publication 
($2.00 for each proof in excess of two) 

TOTAL AMOUNT OF CLAIM 

DATA FOR COMPUTING COSTS 

Width of a single column A e m s  Size of type 8 point 
1 Number of insertions - 

Pursuant to the provisions and penalties of Ch. 155. Acts 1953. 
I hereby certify that the forgoing account is just and correct, that the amount claimed is legally due, after 
allowing all just credits, and that no part of the same has been paid. 

Date: J u ! Y ~ .  
LEGAL NO* 

Notice Is hereby given that on 
une 27.2008, Northern lndlana 
'UbllC ServiEe COmparyl PNlp- 
;c03 RM a Pelitbr) wnh the lndt 
ma UUlW Regulatoty Ccinml~sron 
1 Cause No. 4352Bfor [I) author- 
Y fo modify Hs ratas and Charges 
2r elect* ubkty senrfde; (2) ap 

of new Behedulgs of rates 
md chargss applicable therelo; 
3) approval of mvbd d e p r a -  
on a- rates; (4) hdwhn in 
5 basic rates and charges of ttu, 
a t s  assodaled m cam Q(k 
jwsly WPmved qualified poilu- 
*n ~~~ m r t y  prt,jw (5) 
lulho%' to h ~ k n e n i  a ratg ad- 
"mlml mechanism putsuant to 
nd. Code $8-1-2-42(a) to a) 
m~ remver ~harses and aealts 
mfn reglonaf I ran rmW organt 
1tkm and NIPSCO's trans&- 

to ~ l e  general rules and regula- 
tions, the environmental cosl re- 
wvery mechanism and the envl- 
ronmental eqmnge m n l s m :  
0) sppmval of the e laskt ion  Of 
~~psCr)'s fadlitles as transmls- 
don or dmbutlon h aw-e 
&h lha Federal Energy Regula- 
tow Commlsslon's seven-factor 
tsst; and (8) w v a l  of an alter- 
native ragulatW plan pursuant lo 
w. Code 938-1-2.5-1 et sep. to the 
extent wch relief k necessary to 
enact the ratmaMng m=kmM= 
proposed by NIPSCO. 

Elleen ON&! Odum 
CEO 

\ NORMERN INDIANA PUBLIC 
SERVlCE COMPANY 

Jlly17.2M8-t 

I 
Title 

FED EIN # 35-2201618 
PUBLISHER'S AFFIDAVIT 

State of Indiana 
Starke Counhr SS: 
Personally appeared before me, a notary public in said county and state, the 
undersigned Jerry Blngle who. being duly sworn, says that @)he is General Manager 
of the Knox Leader, a weekly newspaper of general circulation printed and 
published in the English language in the (cltyXtown) of Knox in state and county 
aforesaid. and that the printed matter attached hereto is a true copy. which was duly 
published In said paper for 
as follows: 

1 time(s), the dates of publication being 

~ i c h d l e  L. ~ouderb<ck 

My commission expires 



Form Prescribed b 
State Board of ~czounts 

COMPUTATION OF CHARGES 

TO: KPC Media Group inp Petitioner's T ~ Y  I n Exhibit ~ . r ; n d ~ ~ n n  EOO-2 
P.O. BOX 39, KENDALLVILLE, IN 467!N0nhem Indiana public Service conmany 

44 lines, 1 column(s) wide equals 
44 equivalent lines at 0.3880 cents per line, 

PUBLISHERS OF THE HERALD REPUBLICAN 

PUBLISHER'S CLAIM 

Additional charges for notices containing rule or tabular work 
(50% of above amount) AND/OR extra proofs of publication 
($1.00 for each proof in excess of 2) equals 0.00 0.00 

Data for computing cost: 
Width of single column - 12 ems 
Size of type - 7 points. 
Size of quad upon wh~ch type is cast - 8 pt. 
Number of insertions -1 

Cause No. 43526 
Page 20 of 22 

LINE COUNT 

HEAD (number of lines) 1 

BODY (number of lines) 47 

TAIL (number of lines) 1 

TOTAL 4 4 

"Pursuant to the provisions and penalties of Chapter 155, Act 1953, (s)he further says that the 
foregoing account is just and correct, that the amount claimed is legally due, after allowing all just 
credits, and that no part of the same has been paid" 

Date: 711 4108 

cMlapwahre~pEd(oIha06n0m 
R a s s 8 n d l e . p M m h ~ ~  
msaln!dremvuyranherPsaand 
 he m p m  m e -  
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F* bwiy ~ ~ Q L W W  C~rtmb- 
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ynua to Cd Cad8 6 8-1-25.1 sl 
peqwhs~ancbre8slkne~0 
~ O ~ ( b b U a t 9 ~ n m d r a -  

--E%LmMO 
Mllb4lbWMIMSauCEs 

aPpey 
HRPols(BB1.rn1 

Kelly Wallen 
LEGAL CLERK 

Ad #: 00134981 
Nl SOURCES CORPORATE 

PUBLISHER'S AFFIDAVIT 
SERVUCES 

Noble County) SS: 
State of Indiana) 
Personally appeared before me. a notary public in and for said 
county and state, the undersigned Kelly Wallen who being duly 
sworn said that (s)he is of competent age and is LEGAL 
CLERK of KPC Media Group Inc, publisher of a daily newspaper 
in Kendallville, county of Noble, State of Indiana, a weekly 
newspaper in Ligonier, county of Noble, State of Indiana, a daily 
newspaper in Auburn, county of DeKalb, State of Indiana, a 
daily newspaper in Angola, county of Steuben, State of Indiana, 
a weekly newspaper in Garrett, county of DeKalb, State of 
Indiana, Butler a weekly newspaper in Butler, county of DeKalb, 
State of Indiana, and which during that time have been 
newspapers of general circulation, having bona fide paid 
circulations, printed in the English language and entered, 
authorized and accepted by the post office department of the 
United States of America as mailable matter of the second-class 
as defined by the Act of Congress of the United States on 
March 3, 1879, and that the printed matter attached is a true 
copy, which was duly published in said newspaper 1 times, the 
dates of publication being as follows : 0711 If2008 

Affiant 
V % 

Notary Public 

Subscribed and 
My commission 



Petitioner's Exhibit E00-2 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 21 of 22 

A copy of the affidavit of publication of the notice of the filing of the petition in this 

proceeding in the Williamsport's Review Republican, a newspaper of general circulation 

in Warren County, will be provided as a late-filed exhibit when it becomes available. 

INDSOl DWM 1063060.1 



General Form No. 99P (Revised 1995) 

NISOURCE CORP SERVICES COMPANY To: Herald Journal 
(Governmental Unit) PO Box 409 
WHITE COUNTY, INDIANA Monticello IN 47960 

LINE COUNT 
PUBLISHER'S CLAIM Petitioner's Exhibit E00-2 

Northern Indiana Public Service Company 
Display matter (Must not exceed two actual lines, neither of which shall total more than four solid 

Cause No. 43526 

lines of the type in which the body of the advertisement is set) - number of equivalent lines ........ Page 22 o f  22 

Head - number of equivalent lines ............................................................. 
.............................................................. Body - number of equivalent lines 

................................................................ Tail - number of equivalent lines 

Total number of equivalent lines in notice .................................................. 59 

COMPUTATION OF CHARGES 

59 lines 1 columns wide equals 

59 equivalent lines at 0.329 per line 

Additional charge for notices containing rule or tabular work 
(50 percent of above amount) 

Charge for extra proofs of publication 
($1 .OO for each proof in excess of two) 

TOTAL AMOUNT OF CLAIM .................................. 

DATA FOR COMPUTING COST 
Width of single column gems  
Number of Insertions 1 
Size of type: 6 pt 

Pursuant to the provisions and penalties of Chapter 155, Acts 1953. 

lEGALNOTICE :by certify that the foregoing account is just and correct, that the amount claimed 
~ d i c e l s ~  ,,,,&, ivenmat~n ally due, after allowing all just credits, and that no part of the same has been paid. 
I n Q s n a ~ s e r j c s  

-XImMa m.  m m w  
%@.tory CommSm h BONNIE K. KAlN 
Caw No. 43528 ki (1) 
at&dty to 9 itr rate 

lor ecbicutlm, 
2 ~ ~ p P r o v a l d n e .  

711 012008 Title: Leaal Advertisina Manaaer 
&whksdmtesand 

memto; (3) 
appovaldravissd 

PUBLISHER'S AFFIDAVIT . 

depcedaaon amual mias; (4) 
hdusionhibbasicmt~sard 
~ d t h e ~  State of Indiana > 
d e d x h h  e~r$in White County > SS: 

Personally appeared before me a notary public in and for said county 
and state, the undersigned 
BONNIE K. KAlN who being duly sworn, says 
that she is legal advertising manager of the Herald Journal, a daily newspaper 
of general circulation, printed and published in the English language in the 
city of Monticello in state of and county aforesaid, and that the printed matter 
attached hereto is a true copy, which was duly published in said paper for 

hd"d"g&T& 1 times, the dates of publication being as follows: 
P a m a  

711 012008 
"?"":aN=-'" 
i%$z?-P 
*haemdancs* 
s F s m  Legal Advertising Manager 
t g i X B w * m  

P w s l a r p t o k d a r "  
81-251 S t ~ a g l ~ t h e  ~~ Subscribed and sworn to before me this 10TH day of 
& i e W i S ~ ~  
W t h e r a ~  
rnechaniwmpmpmedbY 
NPSCO. 

JULY 2008 PEGGY M ANDERSON 

amn ONeBl Odum 
CEO 

N O R M E R N W  
P U B U C S E R W E ~  

/ /&?./&- - Notary Public 
...... . . . .  .> . County of Residence: White 

MY COMtSSlON EXP~RES: MAY 23 - 2015 
8 

G,C rk:. ' 



Petitioner's Exhibit E00-3 
Northern Indiana Public Service Company 

Cause No. 43526 

The residential customer notice will be provided as a late-filed exhibit 
when it becomes available. 
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Petitioner's Exhibit LEM-1 

NORTHERN INDIANA PUBLIC SERVICE COMPANY 

IURC CAUSE NO. 43526 

VERIFIED DIRECT TESTIMONY 

OF 

LINDA E. MILLER 

EXECUTIVE DIRECTOR, RATES AND REGULATORY FINANCE 

SPONSORING PETITIONER'S EXHIBITS LEM-2 THROUGH LEM-10 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 1 

VERIFIED DIRECT TESTIMONY OF LINDA E. MILLER 

1 Q1. Please state your name, business address and job title. 

2 Al. My name is Linda E. Miller. My business address is 801 East 86' Avenue, Memllville, 

3 Lndiana 46410. I am employed by NiSource Corporate Services ('NCS"), which is a 

4 subsidiary of NiSource Inc. ("NiSource"). My current position is Executive Director of 

5 Rates and Regulatory Finance for the Northern Indiana Energy business unit, which is 

6 comprised of Northern Indiana Public Service Company ("NIPSCO or the "Company"), 

7 Northern Indiana Fuel and Light Company, Inc, and ~ o k o m o  Gas and Fuel Company, all 

8 of which are subsidiaries of NiSource. I am submitting this testimony on behalf of 

9 NPSCO. 

10 42. Please summarize your employment and educational background. 

11 A2. I graduated from the College of the Southwest with a bachelor's degree in business, 

12 majoring in accounting in 1985. I am a Certified Public Accountant in Indiana. I have 

13 held various positions during my career, including Assistant Comptroller for a regional 

14 bank and Controller for a regional newspaper. In 1999, I accepted a position with 

15 NIPSCO's business planning department. On January 1,2001, I became an employee of 

16 NCS. I was promoted to Segment Controller for the Northern Indiana Energy business 

17 unit in August 2002. In February 2008, I became Director of Rates and Regulatory 

18 Finance. In June 2008, I was named Executive Director of Rates and Regulatory 

19 Finance. 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 2 

Q3. What are your responsibilities as Executive Director of Rates and Regulatory 

Finance? 

A3. For the Northern Indiana Energy business unit, I have overall responsibility for rate and 

contract administration, revenue requirements, rate design, electric and gas rates, rules, 

regulations and contract filings with the Indiana Utility Regulatory Commission ("IURC" 

or "Commission"), the preparation and filing of all electric and gas cost adjustment 

filings with the rCTRC, the preparation and coordination of other regulatory filings, 

implementation and compliance with state and federal regulatory orders, and all 

regulatory finance matters. 

44. Have you previously testified before this Commission? 

A4. Yes, on many occasions. 

Q5. What is the purpose of your testimony in this proceeding? 

A5. NIPSCO is proposing a two-step rate increase. With regard to Step One, the purpose of 

my testimony is to present rate base, capital structure and weighted cost of capital, and 

results of operations during the test year and on a pro forrna basis at both present and 

proposed rates. I will also describe NIPSCO's proposed tracking mechanisms and 

changes to existing tracking mechanisms. Other NPSCO witnesses also address the 

Company's proposed tracking mechanisms. The purpose of my testimony concerning 

Step Two is to present the additional revenue requirement, including return, operating 

costs (including taxes), and depreciation/amortization expense associated with the Sugar 

Creek generating facility ("Sugar Creek Facility"). 



14 QS. 

15 A8. 

16 

17 

18 

19 

20 

2 1 

Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 3 

Please summarize your testimony for Step One. 

As explained by NIPSCO Witness Frank A. Sharnbo, the Company proposes to remove 

the cost of he1 and associated taxes from base rates. The Company proposes to recover 

through base rates the gross margin (total revenues less fuel, purchased power and 

associated taxes) of $900,631,816. NIPSCO requests a net increase in base rates 

calculated to produce additional gross margin of $23,983,452 based on test year pro 

forma levels. This amount is calculated to provide the opportunity to earn net operating 

income of $195,279,443. Support for the Step One request is presented in Petitioner's 

Exhibits LEM-2 through LEM-5. 

What exhibits are you sponsoring and were the exhibits prepared by you or under 

your supervision and direction? 

I am sponsoring Petitioner's Exhibits LEM-2 thou& LEM-10, all of which were 

prepared by me or under my supervision and direction. 

Please describe the exhibits relating to Step One. 

Petitioner's Exhibit LEM-2, pages 1 of 4 and 2 of 4, is a statement of NIPSCOYs net 

operating income for the test year ended December 3 1, 2007 shown on an actual basis, 

and with pro fonna adjustments at current and proposed rates; Petitioner's Exhibit LEM- 

2, page 3 of 4, shows the calculation of the proposed revenue increase; and Petitioner's - 

Exhibit LEM-2, page 4 of 4, is a reconciliation of the requested revenue increase. 

Petitioner's Exhibit LEM-3 consists of a separate page for each income statement 

adjustment. Petitioner's Exhibit LEM-4, page 1 of 2, shows the original cost rate base 
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1 and a summary of proposed updates; Petitioner's Exhibit LEM-4, page 2 of 2, shows the 

2 detail of the proposed updates. Petitioner's Exhibit LEM-5, page 1 of 3, is the capital 

3 structure and overall weighted cost of capital; Petitioner's Exhibit LEM-5, page 2 of 3, 

4 shows the capital structure updates; and Petitioner's Exhibit LEM-5, page 3 of 3, is a 

5 schedule of outstanding long-term debt. Petitioner's Exhibit LEM-10 shows the sample 

6 schedules proposed to be utilized with the proposed Reliability Adjustment ("RA") 

7 tracking mechanism. 

8 I. STATEMENT OF OPERATING INCOME 

9 Q9. Please explain Petitioner's Exhibit LEM-2. 

10 A9. Petitioner's Exhibit LEM-2, pages 1 of 4 and 2 of 4, is the Statement of Operating 

11 Income for the twelve months ended December 3 1, 2007 shown on an actual basis, and 

12 with pro forma adjustments at current and proposed rates. Column B shows the actual 

13 results for the twelve months ended December 31,2007. Column C shows the pro forma 

14 adjustments made for the fixed, known and measurable changes to reflect ongoing 

15 operations levels at current rates. A detailed listing of the pro forma adjustments is 

16 shown on Petitioner's Exhibit LEM-3 and are discussed later in my testimony. Column 

17 D shows the reference to each of the detailed adjustments. Column E shows the pro 

18 forma levels at current rates. Column F shows the increases necessary to produce the 

19 required levels of operating revenue and income. Column G shows the reference to each 

20 of the line items in the proposed increase in operating revenue and income. Column H 

2 1 shows the pro forma statement of operating revenue and income at proposed rates. 

22 Petitioner's Exhibit LEM-2, Page 3 of 4, shows the calculation of the proposed base rate 
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change to produce the gross margin revenue increase of $23,983,452. Petitioner's 

Exhibit LEM-2, Page 4 of 4, shows a reconciliation of the requested increase. 

11. REVENUE ADJUSTMENTS 

Q10. Please explain Adjustment REV-1 on Petitioner's Exhibit LEM-2. 

AlO. Adjustment REV-1 on Petitioner's Exhibit LEM-2 is to reduce (debit) operating revenues 

in the amount of $14,604,146 for warmer than normal weather during the 2007 test year. 

NPSCO Witness William Gresham discusses the methodology utilized to determine the 

$14,604,146 operating revenue adjustment. The dollar amount of the adjustment was 

calculated by applying Mr. Gresham's MWH adjustments to the applicable rate for each 

month in the May through October Cooling Degree Days season. This calculation is 

further detailed in the workpapers to be filed in this proceeding. This adjustment was 

made to normalize the test year revenues to exclude the variable impact of weather. If 

this adjustment is not included, test year operating revenues would be overstated. A 

corresponding adjustment was made to fuel expense in Adjustment FP-1 on Petitioner's 

Exhibit LEM-2 below. 

Qll .  Please explain Adjustment REV-2 on Petitioner's Exhibit LEM-2. 

Al l .  Adjustment REV-2 on Petitioner's Exhibit LEM-2 is to increase (credit) operating 

revenues in the amount of $1,432,424 for the imputation of customer revenue for those 

customers on Economic Development Rider ("EDR") rates. The customers on these 

EDR rates receive a discount from the tariff rate level and, since NlPSCO is requesting a 

rate increase in this proceeding, this discounted amount is required by the tariff to be 
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imputed as an increase (credit) to the test year operating revenues. This adjustment 

amount was obtained by querying the Customer Information System ("CIS') used to bill 

customers. The CIS produced a report itemizing the discount given to each customer for 

each month in the test year, which was used to determine the sum of $1,432,424. If this 

adjustment is not included, test year operating revenues would be understated. 

Please explain Adjustment REV-3 on Petitioner's Exhibit LEM-2. 

Adjustment REV-3 on Petitioner's Exhibit LEM-2 is to increase (credit) operating 

revenues in the amount of $80,082,674 to account for the expiration of speciaI contract 

rates applicable to certain large industrial customers. These special contracts provide 

significant discounts from tariff rates. The adjustment is primarily related to contracts 

that are set to expire six months following the implementation of the new basic rates and 

charges approved in this proceeding in accordance with the terms of the Commission 

orders approving the contracts or in accordance with the terms of the contracts 

themselves. While this adjustment is outside the adjustment period to be used in this 

Cause, I have calculated the adjustment so as to eliminate the discount. Mr. Shambo 

fkther discusses the revenue adjustment for this group of customers. If this adjustment is 

not included, test year operating revenues would be understated. 

Please explain Adjustment REV-4 on Petitioner's Exhibit LEM-2. 

Adjustment REV-4 on Petitioner's Exhibit LEM-2 is to increase (credit) operating 

revenues in the amount of $33,500,000 due to a settlement agreement approved by the 

Commission's January 30,2008 Order in Cause No. 38706-FAC71 requiring a refund to 
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1 customers (the "FAC71 Settlement"). In September 2007, operating revenues were 

2 reduced (debited) by $33,500,000 and a reserve established for return to customers and 

3 payment of legal fees of certain parties to the FAC71 Settlement. The $33,500,000 

4 refund related to certain purchased power costs, in accordance with the FAC71 

5 Settlement. The $33,500,000 entry was made as a one-time reduction to revenue during 

6 the test year. In order to properly reflect the 2007 test year operating revenues at present 

7 rates, this nonrecurring entry is required to be adjusted. If this adjustment is not included, 

8 test year operating revenues would be understated. 

9 414. Please explain Adjustment REV-5 on Petitioner's Exhibit LEM-2. 

10 A14. Adjustment REV-5 on Petitioner's Exhibit LEM-2 is to reduce (debit) operating revenues 

11 in the amount of $2,203,737 to eliminate the test year impact of entries made to reverse a 

12 reserve balance previously established related to financial transactions. The reserve had 

13 been established in the amount of net "losses" on financial transactions, pending approval 

14 of the treatment of these transactions via the fuel adjustment clause ("FAC") mechanism. 

15 The FAC71 Settlement (previously discussed in Adjustment REV-4) resolved this issue 

16 as well. As a result, this reserve was reversed and a full reserve for the amount of the 

17 FAC71 Settlement was established, reducing revenues. If this adjustment is not included, 

18 test year operating revenues would be overstated. 

19 Q15. Please explain Adjustment REV-6 on Petitioner's Exhibit LEM-2. 

20 A15. Adjustment REV-6 on Petitioner's Exhibit LEM-2 is to reduce (debit) operating revenues 

2 1 in the amount of $804,136 for a particular group of customers in the metal melting 
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1 business. For this group of customers, the 2007 test year revenues reflected operating 

2 volumes higher than that contractually allowed. This level of volumes above the contract 

3 volumes was not anticipated and will not be permitted in the future. Therefore, this 

4 adjustment is made in order to reflect test year revenues at a level equivalent to the level 

5 of revenues that would have been received had this group of customers not been 

6 operating above contract levels. If this adjustment is not included, test year operating 

7 revenues would be overstated. Mr. Sharnbo M e r  discusses the adjustment for this 

8 group of customers. A corresponding adjustment was made to fuel expense in 

9 Adjustment FP-2 on Petitioners Exhibit LEM-2 below. 

10 Q16. Please explain Adjustment REV-7 on Petitioner's Exhibit LEM-2. 

1 1  A16. Adjustment REV-7 on Petitioner's Exhibit LEM-2 is to increase (credit) operating 

12 revenues in the amount of $10,955,615 for a one-time unbilled revenue correction i 
13 recorded in 2007 but related to prior periods. This entry was made as a result of a change 

14 in the methodology used to calculate unbilled revenues and receivables. This change 

15 resulted in a one-time adjusting entry to the income statement and balance sheet in the 

16 test year, reducing revenues. Unbilled revenues and receivables have no impact on 

17 customer bills. Unbilled amounts are calculated based on an estimate of the amount of 

18 volumes that have not yet been billed at the end of the test year. During the review of the 

19 December 2007 closing of the financial books, it was determined that the December 3 1, 

20 2007 estimate of unbilled volumes was higher than it should be, and that therefore, the 

2 1 unbilled receivable balance would be overstated, if not adjusted. The adjusting entry to 

22 correct for this was a credit (reduction) to receivables and a debit (reduction) to revenues, 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 9 

made to the December 2007 books, prior to issuing final financial statements. The 

analysis of the unbilled volumes revealed a need to revise the methodology being used 

and also revealed that the method that had been in use affected revenues and receivables 

for prior years as well as 2007. Therefore, the correcting entry, although made in 2007, 

affected prior periods as well. Adjustment REV-7 adds back the amount of revenue 

reduction that relates to periods prior to the test year. The amounts related to prior 

periods, but recorded in the test year are adjusted out in order to eliminate the impact to 

the test year operating income statement. If this adjustment is not included, test year 

operating revenues would be understated. NIPSCO Witness Mitchell E. Hershberger 

10 further discusses the calculation of the unbilled correcting entry. 

11 417. Please explain Adjustment REV-8 on Petitioner's Exhibit LEM-2. 

I 12 A17. Adjustment REV-8 on Petitioner's Exhibit LEM-2 is to reduce (debit) operating revenues 

13 in the amount of $50,400,058 for off-system sales revenues. This amount represents the 

14 total amount of off-system sales revenues realized in the test year. This adjustment is 

15 required because in this proceeding, Petitioner proposes that 100% of Euture off-system 

16 sales margins be passed back to the ratepayers up to $15 million annually. NIPSCO 

17 requests that any off-system sales margins generated beyond the amount of $15 million 

18 annually will be shared, with 80% going to ratepayers. Petitioner is proposing that this 

19 be accomplished via the proposed RA tracking mechanism, which is described later in 

20 my testimony. Mr. Shambo further discusses this proposal and NIPSCO Witness Curtis 

21 Crum describes this mechanism. If this adjustment is not included, operating revenues 

22 would be overstated. A corresponding adjustment for the &el and purchased power costs 
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1 associated with the 2007 off-system sales revenues is made in Adjustment FP-5 on 

2 Petitioner's Exhibit LEM-2 below. 

3 Q18. Please explain Adjustment REV-9 on Petitioner's Exhibit LEM-2. 

4 A1 8. Adjustment REV-9 on Petitioner's Exhibit LEM-2 is to reduce (debit) operating revenues 

5 in the amount of $1 1,790,599 for revenues generated through the sales of emissions 

6 allowances. Petitioner proposes that in the future when such sales arise, the net proceeds 

7 of such sales will be passed back to the ratepayers via NIPSCOYs existing Environmental 

8 Expense Recovery Mechanism ("EERM'). Mr. Shambo further discusses this proposal. 

9 If this adjustment is not included, test year operating revenues would be overstated. 

10 Q19. Please explain Adjustment REV-10 on Petitioner's Exhibit LEM-2. 

11 A19. Adjustment REV-10 on Petitioner's Exhibit LEM-2 is to reduce (debit) operating 

12 revenues in the amount of $4,726,034 for 2007 transmission revenues from the Midwest 

13 Independent Transmission System Operator, Inc. ("Midwest ISO" or "MISO) Schedules 

14 7 and 8 and the revenues from MIS0 Schedules 1 and 2 associated with Schedules 7 and 

15 8. This adjustment is required due to the fact that, in this proceeding, Petitioner proposes 

16 that 100% of hture transmission revenues from the aforementioned MIS0 schedules be 

17 passed back to ratepayers via the RA mechanism mentioned previously and described 

18 later in my testimony. Mr. Shambo further discusses this proposal. Mr. Crum further 

19 describes this mechanism. If this adjustment is not included, test year operating revenues 

20 would be overstated. 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 11 

EXPENSE ADJUSTMENTS 

A. Fuel and Purchased Power Expense Adjustments 

Please explain Adjustment FP-1 on Petitioner's Exhibit LEM-2. 

Adjustment FP-1 on Petitioner's Exhibit LEM-2 is to reduce (credit) test year operating 

expenses in the amount of $3,683,450 to decrease fuel and purchased power costs 

associated with the operating revenue adjustment for weather normalization as outlined in 

Adjustment REV-1. The dollar amount of this adjustment was calculated by applying the 

base fuel amount of 22.556 millskwh to Mr. Gresham's adjustment of 163,303 MWH. If 

this adjustment is not included, the test year operating expenses would be overstated. 

10 421. Please explain Adjustment FP-2 on Petitioner's Exhibit LEM-2. 

11 A21. Adjustment FP-2 on Petitioner's Exhibit LEM-2 is to reduce (credit) test year operating 

12 expenses in the amount of $628,813 to decrease fuel costs related to the group of 

13 customers described previously with respect to Adjustment REV-6. If this adjustment is 

14 not included, test year operating expenses would be overstated. 

15 422. Please explain Adjustment FP-3 on Petitioner's Exhibit LEM-2. 

16 A22. Adjustment FP-3 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

17 expenses in the amount of $100,891 related to fuel handling expenses. It was discovered 

18 that mobile fuel handling equipment depreciation had continued to be charged to the D.H. 

19 Mitchell Generating Station ("Mitchell"), despite the fact that the coal-fired units at this 

20 station ceased generating in 2002. This depreciation was related to coal handling 

21 equipment originally utilized at Mitchell. It was determined that the equipment had been 
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1 physically transferred to the R. M. Schahfer and Michigan City Generating Stations for 

2 use but the corresponding transfer on the Company's books and records was not made. 

3 Because fuel handling charges are recorded by generating station, the Mitchell fuel 

4 handling account (balance sheet account 152) continued to accumulate these charges. 

5 Normally, fuel handling charges are accumulated in balance sheet account 152 and 

6 cleared to operating expenses in relation to the coal burned during generation. Because 

7 Mitchell was not generating, the amounts were never cleared to expense. In March, 2008 

8 the general accounting department corrected the distribution of fuel handling depreciation 

9 that should have been charged to the other generating stations (where the equipment was 

10 located and being operated). This correction amounted to $605,349. These amounts will 

11 be cleared to fuel operating expenses on a going fonvard basis. The correction relates to 

I 
12 a six (6) year period, 2002 through 2007. As a result, I have calculated my adjustment to 

1 13 reflect one sixth (116) of the adjustment or $100,891 that would have been included in 

14 fuel expense during the 2007 test year. If this adjustment is not included, test year 

15 operating expenses would be understated. 

16 423. Please explain Adjustment FP-4 on Petitioner's Exhibit LEM-2. 

17 A23. Adjustment FP-4 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

18 expenses in the amount of $840,335 for the increase in the cost of diesel fuel used in the 

19 fuel handling equipment in the generating stations. This adjustment is necessary due to 

20 the increasing cost of diesel fuel. The amount of the adjustment was calculated by 

21 multiplying the quantity of diesel fuel purchased in the test year (479,3 19 gallons) times a 

22 per gallon rate ($4.032) based on the latest vendor invoice and comparing the result of 
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1 $1,932,614 to the total amount spent on diesel fuel in the generating stations during the 

2 test year, per the financial books and records, which was $1,092,279. The difference 

3 between the $1,932,614 and the $1,092,279 is the adjustment amount of $840,335. If this 

4 adjustment is not included, test year operating expenses would be understated. 

5 424. Please explain Adjustment FP-5 on Petitioner's Exhibit LEM-2. 

6 A24. Adjustment FP-5 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year operating 

7 expenses in the amount of $21,285,492 related to Adjustment REV-8. As described 

8 previously, this adjustment is due to the fact that, in this proceeding, Petitioner will be 

9 proposing that 100% of future off-system sales margins be passed back to the ratepayers 

10 up to $15 million annually. NIPSCO requests that any off-system sales margins 

11 generated beyond the amount of $1 5 million annually will be shared, with 80% flowed to 

12 ratepayers. Petitioner is proposing that this be accomplished via the RA mechanism 

13 mentioned previously and described later in my testimony. Mr. Cnun also describes this 

14 mechanism. If this adjustment is not included, test year operating expenses would be 

15 overstated. 

16 B. opera tin^ Expense Adiustments 

17 425. Please explain Adjustment OM-1 on Petitioner's Exhibit LEM-2. 

18 A25. Adjustment OM-1 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

19 expenses in the amount of $1,006,664 for an increase in contract labor used by the 

20 Generation Department. The Generation Department contracts with outside companies to 

21 provide labor for many projects. NIPSCO Witness Phillip W. Pack further discusses this 
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adjustment. If this adjustment is not made, test year operating expenses would be 

understated. 

427. Please explain Adjustment OM-3 on Petitioner's Exhibit LEM-2. 

A27. Adjustment OM-3 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

expenses in the amount of $5,762,558 related to pension expense. Pension calculations 

are determined by the Company's actuary, Hewitt and Associates, utilizing a number of 

assumptions including discount rate, life expectancy and return on assets. These factors 

can and do lead to fluctuations in the level of pension costs f?om year to year. Pension 

costs have been highly volatile in recent years, with the range fkom 2003 to the present 

varying by nearly $50 million. To mitigate and normalize this volatility, I calculated a 

five-year average of pension expense. This calculation leads to a pro forma level of 

pension cost equaling $2,139,542 (debit). After allocating to electric using the 

established common allocation ratios, which are discussed by Mr. Hershberger, the 5- 

year electric average is $1,479,493. After deducting the portion capitalized, the 5-year 

Q26. Please explain Adjustment OM-2 on Petitioner's Exhibit LEM-2. 

A26. Adjustment OM-2 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

expenses in the amount of $4,001,238 related to the variable costs required to operate the 

Company's generating facilities during the test year. This adjustment is based on 

normalizing test year expenses for unusual periods of generating unit outages. Mr. Sweet 

discusses how this calculation was made. If this adjustment is not included, test year 

operating expenses would be understated. 
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electric average expense is $1,122,491. The 2007 actual was a credit of $8,844,269 and 

the amount allocated to electric was a credit of $6,115,812. After deducting for the 

portion capitalized, the 2007 actual electric expense was a credit of $4,640,067. The 5- 

year average electric expense of $1,122,491 as compared to the 2007 electric credit of 

$4,640,067 results in a required adjustment of $5,762,558. NIPSCO Witness Robert D. 

Campbell further discusses the company's pension plans. If this adjustment is not 

included, test year operating expenses would be understated. 

Q28. Please explain Adjustment OM-4 on Petitioner's Exhibit LEM-2. 

A28. Adjustment OM-4 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

expenses in the amount of $5,762,460 related to other post retirement employee benefits 

("OPEB") expense. OPEB calculations are determined by the Company's actuary, 

Hewitt and Associates. The 2008 OPEB expense, as calculated by the actuary, was 

allocated to electric using NIPSCOYs common allocation ratios, and was then compared 

to the actual 2007 electric portion of OPEB expense in the test year to determine the 

amount of this pro forma adjustment. Unlike the pension expense described above, 

OPEB is not subject to market fluctuations, and therefore the 2008 estimate calculated by 

Hewitt and Associates is believed to be a representative level of OPEB expense. If this 

adjustment is not included, test year operating expenses would be understated. 

Q29. Please explain Adjustment OM-5 on Petitioner's Exhibit LEM-2. 

A29. Adjustment OM-5 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

expenses in the amount of $5,083,259 related to employee wage increases. The 
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Company currently has in effect for its physical and clerical bargaining unit employees, 

contracts effective June 1, 2004 and extending through May 31, 2009. In accordance 

with those contracts, wage rates increase at the end of each calendar year from 2004 

through 2008. The 2007 year end wage rate increase was 3%; wages will increase again 

by 3% at the end of 2008. I have adjusted for the effect of the employee wage increase 

that took effect upon the conclusion of the test year and then also adjusted for the 

increase that will take effect 12 months thereafter at the end of 2008. The 2007 

adjustments for the physical and clerical employees are $3,3 11,418 and $562,924, 

respectively. The 2008 adjustments are $3,410,760 and $579,812, respectively. The 

non-bargaining unit employees of NIPSCO receive wage increases on March 1 of each 

year. In order to annualize the 2007 test year expense, the wages for the January and 

February, 2007 period were increased by approximately 3% resulting in $239,364. In 

addition, the non-bargaining unit employees of NIPSCO received a 3.25% increase 

effective March 1, 2008. In order to adjust for the 2008 wage increase, the normalized 

wages for 2007 were increased by 3.25% resulting in an increase of $1,584,744. The 

total increase for the non-bargaining unit and bargaining unit wage increase adjustments 

resulted in an increase of $9,689,022, which was then allocated to electric, using the 

established common allocation ratios, net of amounts capitalized, resulting in an electric 

operating expense increase of $5,083,259. If this adjustment is not included, test year 

operating expenses would be understated. 
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Q30. Please explain Adjustment OM-6 on Petitioner's Exhibit LEM-2. 

A30. Adjustment OM-6 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

operating expenses in the amount $916,264 related to incentive compensation in excess 

of the "trigger" level. During the 2007 test year, incentive amounts were expensed equal 

to 125% of the "trigger." This adjustment reduces expense to the "trigger" level amount, 

which is historically the "normal" level for NIPSCO expenses, and adjusts for true-ups 

recorded to expense during the test year that were related to the prior year. True-ups 

occur due to the method by which incentive plan expense is accrued. Incentive plan 

expense is accrued in the current year based on an estimate of what is expected to be paid 

out in the following year. Any difference between the amount paid out and the amount 

accrued is "trued-up" in the payout year, resulting in debits or credits to expense related 

to the prior year. These adjustments have been offset by the additional incentive 

compensation for the wage increases outlined in Adjustment OM-5. The adjustment was 

calculated by comparing the amount currently being accrued for 2008, which anticipates 

a "trigger" level payout with the amount recorded in 2007. The amount being accrued for 

2008, after deducting for the portion capitalized is $4,957,350. The net amount, after 

true-ups, and after deducting for the portion capitalized recorded in the 2007 test year 

was $6,244,139. The difference between these two amounts is $1,286,789. A downward 

adjustment for profit sharing expense of $38,249 was also computed in the same manner 

and for the same reasons. The combined total of the two adjustments above was 

$1,325,038. After allocating to electric, the net adjustment to electric operating expenses 

is a reduction (credit) to operating expenses of $916,264. Mr. Campbell further discusses 
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1 the Incentive Plan. If this adjustment is not included, test year operating expenses would 

2 be overstated. 

3 431. Please explain Adjustment OM-7 on Petitioner's Exhibit LEM-2. 

4 A31. Adjustment OM-7 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

5 expenses in the amount of $3,925,207 to reflect additional staffing required as a result of 

6 workforce aging and retirements. This required additional staffing was not reflected in 

7 the test year, and therefore an adjustment is required in order to reflect ongoing levels. 

8 This adjustment was calculated by determining the number of replacements that will be 

9 needed in each functional area over the next five years, applying the appropriate hourly 

10 wage for bargaining unit positions and the appropriate salary for supervisory positions, 

11 then applying the cost of benefits. The total of these amounts for the five-year period 

I 12 was averaged, resulting in an annual amount of $3,925,207. Mr. Campbell discusses the 

13 workforce aging program and the number of employees required to provide the necessary 

14 services to our customers. If this adjustment is not included, test year operating expenses 

15 would be understated. 

16 432. Please explain Adjustment OM-8 on Petitioner's Exhibit LEM-2. 

17 A32. Adjustment OM-8 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

18 expenses in the amount of $5,016,101 to reflect additional staffing required to fill current 

19 vacancies in positions that NlPSCO is actively in the process of securing candidates. 

20 This adjustment is being made in order to reflect the proper level of salary expense, since 

21 the 2007 test year did not reflect salary expense for these positions that had not yet been 
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filled. This amount was calculated by obtaining a list of 104 vacancies fiom the Human 

Resources department and applying the appropriate hourly wage for each bargaining unit 

position and the appropriate salary amount for each supervisory position. Benefits were 

then added, as well as incentive compensation based on the incentive range for the 

position level. The resulting amount was $9,561,015. Vacancies for electric-specific 

positions were identified as such and common positions were allocated to electric based 

on the established common allocation ratios. After determining the electric amount and 

deducting for the portion capitalized, the net adjustment was an increase (debit) to 

electric operating expenses of $5,016,101. Mr. Campbell discusses the number of 

vacancies and the process NIPSCO utilizes to fill vacant positions. If this adjustment is 

not included, test year operating expenses would be understated. 

Please explain Adjustment OM-9 on Petitioner's Exhibit LEM-2. 

Adjustment OM-9 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

expenses in the amount of $6,413,789 to reflect additional staffing required to fill 83 new 

positions necessitated by the organizational structure changes occurring for the Indiana 

business unit. This adjustment is being made in order to reflect the proper level of salary 

expense, since the 2007 test year did not reflect salary expense for these positions. 

NIPSCO currently is in the process of filling these positions. These staffing changes 

include: senior level positions in Customer Engagement and Communications intended to 

increase the Indiana focus; additional management positions in Service Delivery; 

additional positions needed for new FERC and NERC compliance requirements; a new 

Resource Planning department; and several additional positions in Generation. The 
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Company also is increasing staffing levels of the Rates department, including positions 

with responsibility for the DSM programs being developed by the Company to be 

proposed in a separate filing, and new Regulatory and Legislative Affairs policy 

management positions, to be located in the Company's Indianapolis office. Estimated 

salary amounts were applied according to the position level, and benefits and incentive 

amounts were added in a manner similar to that described in Adjustment OM-8 for 

staffing vacancies. Positions specific to electhc were designated as such, and common 

positions were allocated to electric using the established common allocation ratios. After 

determining the electric amount and deducting for the portion capitalized, the net 

adjustment was an increase (debit) to electric operating expenses of $6,413,789. 

NIPSCO Witness Eileen O'Neill Odum describes the Indiana business unit organizational 

structure and the need for these additional positions. If this adjustment is not included, 

13 test year operating expenses would be understated. 

14 434. Please explain Adjustment OM-10 on Petitioner's Exhibit LEM-2. 

15 A34. Adjustment OM-10 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

16 operating expenses in the amount of $448,589 to reflect additional staffing and protective 

17 safety equipment required to comply with new regulations and safety initiatives, as these 

18 costs were not reflected in 2007 test year expense. The safety program and initiatives and 

19 the calculation of this adjustment are discussed by NIPSCO Witness Timothy A. 

20 Dehring. If this adjustment is not included, test year operating expenses would be 

2 1 understated. 
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1 Q35. Please explain Adjustment OM-1 1 on Petitioner's Exhibit LEM-2. 

2 A35. Adjustment OM-11 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

3 operating expenses in the amount of $55,425 to reflect lobbying costs and payment 

4 adjustments included in the Edison Electric Institute ("EEI") dues expense during the test 

5 year. The Company rejoined the EEI effective the 4th quarter of 2006. In December 

6 2006, the Company accrued an estimated amount for 2006 EEI dues because the bill had 

7 not yet been received. In January 2007, when the bill was received and paid, the amount 

8 due was less than estimated. As a result, a credit to expense of $72,588 was recorded in 

9 2007, which related to the 2006 period. To normalize the test year for EEI dues, an 

10 adjustment of $72,588 was added (debit) to increase operating expenses. A fill year of 

11 EEI dues was reflected in 2007 expenses, but since the EEI membership dues invoice 

12 includes an amount related to lobbying costs, an adjustment has been made to reduce 
j 

13 (credit) expenses by $128,013. The net result of these adjustments related to EEI dues is 

14 a decrease (credit) to test year operating expenses of $55,425. If this adjustment is not 

15 included, test year operating expenses would be overstated. 

16 436. Please explain Adjustment OM-12 on Petitioner's Exhibit LEM-2. 

17 A36. Adjustment OM-12 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

18 operating expenses in the amount of $60,063 to remove all institutional and goodwill 

19 advertising costs included in account E930.1. If this adjustment is not made, test year 

20 operating expenses would be overstated. 
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1 Q37. Please explain Adjustment OM-13 on Petitioner's Exhibit LEM-2. 

2 A37. Adjustment OM-13 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

3 operating expenses in the amount of $200,000 to reflect uncollectible accounts expense. 

4 As a result of the Bailly Generating Station Nl refund ordered in this Commission's 

5 February 21, 1990 Order in Cause No. 37972, the Company was required to offset this 

6 amount against uncollectible accounts expense in the Company's next electric base rate 

7 case. If this adjustment is not made, test year operating expenses would be overstated. 

8 438. Please explain Adjustment OM-14 on Petitioner's Exhibit LEM-2. 

9 A38. Adjustment OM-14 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

10 operating expenses in the amount of $71,796 to reflect increased postal rates effective in 

11 May 2007 and May 2008. This adjustment reflects the electric portion of increased 

12 postage costs for customer billing. The adjustment was calculated by increasing 2007 

13 test year postage expense in accordance with increased postal rates and then annualizing 

14 the increases to reflect ongoing annual amounts. The computation began with 2007 test 

15 year actual postage expense of $3,248,277. I then annualized the postal increase that 

16 took effect May 14, 2007. This resulted in a 2007 adjusted amount of $3,312,597. This 

17 amount was then adjusted for the postal increase that took effect May 14, 2008, totaling 

18 $3,432,417. The difference between the $3,432,417 and the 2007 actual amount of 

19 $3,248,277 is $184,140. This amount was then allocated between electric and gas based 

20 upon the number of customers, resulting in a net increase (debit) in electric operating 

2 1 expenses of $71,796. If this adjustment is not included, test year operating expenses 

22 would be understated. 
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1 Q39. Please explain Adjustment OM-15 on Petitioner's Exhibit LEM-2. 

2 A39. Adjustment OM-15 on Petitioner's Exhibit LEM-2 is to increase (debit) operating test 

3 year expenses in the amount of $799,403 to reflect increased gasoline and diesel fbel 

4 costs. The average cost of bulk gasoline and diesel fuel during the 2007 test year was 

5 recalculated utilizing a more current cost (March 2008). The amount of the adjustment 

6 was calculated by multiplying the quantity of gasoline and diesel he1 used in the test year 

7 times the per gallon rates based on the latest vendor invoices, allocating to electric, and 

8 comparing the resulting amount to the total amount spent on gasoline and diesel he1 

9 during the test year. If this adjustment is not included, test year operating expenses 

10 would be understated. 

11 Q40. Please explain Adjustment OM-16 on Petitioner's Exhibit LEM-2. 

12 A40. Adjustment OM-16 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

13 operating expenses in the amount of $2,078,499 to reflect additional costs for vegetation 

14 management. Mr. Dehring discusses this adjustment. If this adjustment is not included, 

15 test year operating expenses would be understated. 

16 Q41. Please explain Adjustment OM-17 on Petitioner's Exhibit LEM-2, 

17 A41. Adjustment OM-17 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

18 operating expenses in the amount of $2,318,771 to reflect items related to services 

19 provided by NCS. MPSCO Witness Susanne M. Taylor discusses the allocation 

20 processes and the pro forma adjustment to the 2007 test year. Mr. Hershberger discusses 

21 the processes used by NIPSCO accounting to review charges received fiom NCS and the 
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1 processes used to identify the adjustment noted above. The $2,318,771 adjustment is the 

2 sum of the adjustments proposed by these two witnesses. If this adjustment is not 

3 included, test year operating expenses would be overstated. 

4 Q42. Please explain Adjustment OM-18 on Petitioner's Exhibit LEM-2. 

5 A42. Adjustment OM-18 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

6 operating expenses in the amount of $3,187,121 to annualize a change resulting from an 

7 improvement in methodology used to allocate common costs between the gas and electric 

8 business for NPSCO. The methodology change took place in the second quarter of the 

9 test year. The common allocation methodology and practice historically used was based 

10 on a 1968 study. During 2006, a comprehensive review of the methodology was 

11 undertaken and changes were made to more accurately reflect the current operations of 

12 the Company. In addition, the study was developed to align the cost allocations with the 

corporate services allocation methodology to provide consistency of allocation methods 

within NiSource. A complete description of the common allocation study and the 

methodology is discussed by Mr. Hershberger. The adjustment is made in order to 

properly reflect a full year of allocated electric costs. The adjustment is computed by 

applying to the first quarter of the test year the allocation percentages (similar to those in 

Mr. Hershberger's Petitioner's Exhibit MEH-4) that would have applied at the time using 

the new methodology. If this adjustment is not included, test year operating expenses 

would be understated. 
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1 443. Please explain Adjustment OM-19 on Petitioner's Exhibit LEM-2. 

2 A43. Adjustment OM-19 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

3 operating expenses in the amount of $366,293 for non-recoverable advertising costs. To 

4 ensure that non-recoverable advertising costs were appropriately excluded, this 

5 adjustment was calculated by removing all general advertising costs, per the financial 

6 books and records. A review of advertising costs was then undertaken, and those costs 

7 related to appropriately recoverable advertising, such as recruitment and safety, were 

8 added back in. These types of costs produce a material benefit to the ratepayers. Copies 

9 of such advertising are included in the workpapers to be filed in this proceeding. The 

10 result was a net reduction (credit) to electric operating expenses of the $366,293 noted 

11 above. If this adjustment is not made, test year operating expenses would be overstated. 

i 12 444. Please explain Adjustment OM-20 on Petitioner's Exhibit LEM-2. 

13 A44. Adjustment OM-20 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

14 operating expenses in the amount of $84,528 to remove certain non-recoverable charges, 

15 such as lobbying, community sponsorships, and customer and employee relations 

16 expenses. The details of this adjustment can be found in the workpapers to be filed in 

17 this proceeding. If this adjustment is not included, test year operating expenses would be 

18 overstated. 

I I 19 445. Please explain Adjustment OM-21 on Petitioner's Exhibit LEM-2. 

20 A45. Adjustment OM-21 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

2 1 operating expenses in the amount of $28,785 to reflect the increased lease costs in 
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NIPSCO's Indianapolis office, as a result of the relocation of certain employees fi-om 

Memllville. This adjustment was calculated by obtaining the new annual lease amount, 

deducting for space occupied by the NIPSCO lobbyist because those charges are non- 

recoverable, and allocating to electric. If this adjustment is not included, test year 

operating expenses would be understated. 

Q46. Please explain Adjustment OM-22 on Petitioner's Exhibit LEM-2. 

A46. Adjustment OM-22 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

operating expenses in the amount of $2,067,189 to reflect increased electric property 

insurance costs. This adjustment is based on new insurance premiums effective July, 

2008. The premium increases are a result of increased electric generation property values 

as used by insurance underwriters for premium determinations. If this adjustment is not 

included, test year operating expenses would be understated. 

C. Depreciation and Amortization Adiustments 

447. Please explain Adjustment DA-1 on Petitioner's Exhibit LEM-2. 

A47. Adjustment DA-1 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

expenses in the amount of $227,322 to reflect the change in common allocation 

methodology implemented in the second quarter of the test year. As mentioned above, 

Mr. Hershberger discusses this change in methodology. If this adjustment is not 

included, test year operating expenses would be understated. 
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1 448. Please explain Adjustment DA-2 on Petitioner's Exhibit LEM-2. 

2 A48. Adjustment DA-2 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

3 expenses in the amount of $9,583,660 to reflect implementation of new depreciation rates 

4 on electric and common property. NIPSCO Witness John J. Spanos has performed a 

5 comprehensive depreciation study for electric plant and common plant. The adjustment 

6 is based upon his proposed depreciation rates. If this adjustment is not included, test year 

7 operating expenses would be understated. 

8 449. Please explain Adjustment DA-3 on Petitioner's Exhibit LEM-2. 

9 A49. Adjustment DA-3 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

10 expenses in the amount of $8,256,052 to reflect amortization of the deferral of non-fuel 

11 Midwest IS0 costs to a regulatory asset beginning August 1, 2006, as approved by this 

12 Commission in its June 1, 2005 Order in Cause No. 42685. The amount of total MIS0 

13 costs deferred to a regulatory asset at December 31, 2007 amounted to $13,990,057. In 

14 addition, MIS0 non-fuel costs to be deferred through the end of the adjustment period are 

15 estimated to be $10,778,099. The total amount of the deferral is estimated to be 

16 $24,768,156 by year-end 2008. The Company proposes a three-year amortization period. 

17 The estimated total of $24,768,156 amortized over a three-year period is $8,256,052 

18 annually and therefore requires an increase in electric amortization expense. Because 

19 MIS0 non-fuel costs will continue to be incurred and deferred as described above beyond 

20 the end of 2008, and to ensure recovery of all MIS0 non-he1 costs, the Company 

21 proposes that any difference between the estimated and actual amount of the deferral be 

22 included as an adjustment via the RA mechanism mentioned previously and described 
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1 later in my testimony. Mr. Cnun provides a detailed discussion of the RA mechanism. If 

2 this adjustment is not included, test year operating expenses would be understated. 

3 Q50. Please explain Adjustment DA-4 on Petitioner's Exhibit LEM-2. 

4 A50. Adjustment DA-4 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

5 expenses in the amount of $1,979,286 to reflect rate case costs. The Company has 

6 estimated a total cost of $5,937,859 for legal, consulting and expert witness testimony 

7 and proposes a three-year amortization period. The total estimated cost over a proposed 

8 three-year amortization period is $1,979,286, and, therefore, requires an increase in 

9 electric amortization expense. This estimate will be updated at the time rebuttal 

10 testimony is filed to reflect a more accurate amount and the pro forma adjustment will be 

11 adjusted at that time. If this adjustment is not included, test year operating expenses 

12 would be understated. 

13 451. Please explain Adjustment DA-5 on Petitioner's Exhibit LEM-2. 

14 A51. Adjustment DA-5 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

15 operating expenses in the amount of $935,424 to reflect the completion of the 

16 amortization of the Pure Air regulatory asset created as a result of the Commission's 

17 October 16, 1991 Order in Cause No. 38849-S 1. This asset will be fully amortized by the 

18 end of the adjustment period and I have therefore eliminated this expense. If this 

19 adjustment is not included, test year operating expenses would be overstated. 
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1 452. Please explain Adjustment DA-6 on Petitioner's Exhibit LEM-2. 

2 A52. Adjustment DA-6 on Petitioner's Exhibit LEM-2 is to increase (debit) test year operating 

3 expenses in the amount of $40,657 to reflect the change in common allocation 

4 methodology in the second quarter of the test year. Mr. Hershberger M e r  discusses 

5 this change and the resulting adjustment. If this adjustment is not included, test year 

6 operating expenses would be understated. 

7 D. Tax Adiustments 

8 Q53. Please explain Adjustment OTX-1 on Petitioner's Exhibit LEM-2. 

9 A53. Adjustment OTX-1 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

10 operating expenses in the amount of $1,045,127 to reflect decreased real estate property 

11 taxes as a result of the change in common allocation methodology in the second quarter 

12 of the test year. Mr. Hershberger also discusses this change. If this adjustment is not 

13 included, test year operating expenses would be overstated. 

14 Q54. Please explain Adjustment OTX-2 on Petitioner's Exhibit LEM-2. 

15 A54. Adjustment OTX-2 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

16 operating expenses in the amount of $12,431 to reflect decreased federal excise tax as a 

17 result of the change in common allocation methodology in the second quarter of the test 

18 year. Mr. Hershberger further discusses this change. If this adjustment is not included, 

19 test year operating expenses would be overstated. 
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Q55. Please explain Adjustment OTX-3 on Petitioner's Exhibit LEM-2. 

A55. Adjustment OTX-3 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

operating expenses in the amount of $98,809 to reflect an increase in the Indiana state 

sales tax percentage from 6% to 7%. This adjustment was calculated by determining the 

electric Indiana sales tax expense for 2007 and adjusting it for the increase in the state 

sales tax rate. If this adjustment is not included, test year operating expenses would be 

understated. 

456. Please explain Adjustment OTX-4 on Petitioner's Exhibit LEM-2. 

A56. Adjustment OTX-4 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

operating expenses in the amount of $18,672 to remove property tax expense for non- 

utility property. If this adjustment is not included, test year operating expenses would be 

overstated. 

457. Please explain Adjustment OTX-5 on Petitioner's Exhibit LEM-2. 

A57. Adjustment OTX-5 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

operating expenses in the amount of $1,257,455 to reflect increased payroll taxes. This 

adjustment increases payroll taxes for the wage and incentive plan changes discussed in 

Adjustments OM-5, OM-6, OM-7, OM-8, OM-9, and OM-10. In addition, the 

adjustment includes an adjustment for payroll taxes related to the increase in taxable base 

wages for social security tax from $95,200 to $102,000. If this adjustment is not 

included, test year operating expenses would be understated. 
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Please explain Adjustment OTX-6 on Petitioner's Exhibit LEM-2. 

Adjustment OTX-6 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

operating expenses in the amount of $6,467,208 to reflect Utility Receipts Tax ("URT") 

as calculated by NTPSCO Witness John M. OyBrien. As I previously discussed, URT 

associated with fie1 and purchased power should not be recovered through base rates in 

order to be consistent with the Company's request to remove the cost of fuel and 

purchased power from base rates. In Column F of this same schedule, you will see that I 

have reclassified URT on fuel and purchased power as an increase (credit) to operating 

revenue of $7,177,052 on line 14. In addition, I have reflected an increase (debit) to fuel 

and purchased power expenses on line 23 as an adjustment of $7,177,052. These 

adjustments are made so that the URT on he1 and purchased power will not be recovered 

12 through base rates. The adjustments on lines 14 and 23 were calculated by applying the 
1 

13 URT rate of 1.40% to the total cost of fuel and purchased power. They are identified as 

14 Adjustment OTX-6A in order to differentiate them &om Adjustment OTX-6, which is the 

15 net effect of an increase (debit) to other tax expense of $709,844 to reflect the URT on 

16 the proposed change in revenue requirement and the decrease (credit) of $7,177,052 to 

17 other tax expense related to fuel and purchased power described above. The detailed 

18 calculation can be seen in Petitioner's Exhibit LEM-3. 

19 Q59. Please explain Adjustment OTX-7 on Petitioner's Exhibit LEM-2. 

20 A59. Adjustment OTX-7 on Petitioner's Exhibit LEM-2 is to increase (debit) test year 

2 1 operating expenses in the amount of $21 1,218 to reflect Public Utility Fees related to the 

I 22 increased pro forma revenues at present rates. This amount was calculated by applying 
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the current Public Utility Fees rate to the pro forma revenue adjustments. If this 

adjustment is not included, test year operating expenses would be understated. 

460. Please explain Adjustment ITX-I on Petitioner's Exhibit LEM-2. 

A60. Adjustment ITX-1 on Petitioner's Exhibit LEM-2 is to decrease (credit) test year 

operating expenses in the amount of $1,517,683 to reflect lower income taxes. This 

adjustment is the difference between the test year federal and state income taxes and the 

Income Taxes Included in Net Operating Income in Petitioner's Exhibit JMO-2 

sponsored by Mr. O'Brien. This amount includes the interest synchronization calculation 

Mr. O'Brien performs, plus the other adjustments he describes. If this adjustment is not 

included, test year operating expenses would be overstated. 

IV. PROPOSED REVENUE INCREASE 

461. Please explain Adjustment PF-1 on Petitioner's Exhibit LEM-2. 

A61. Adjustment PF-1 on Petitioner's Exhibit LEM-2 shows the calculation of the increased 

gross margin from base rates in the amount of $23,983,452, which is calculated to 

provide the opportunity to earn an 8.34% return on net original cost rate base of 

$2,34 1,480,136. The increased revenue requirement is calculated by determining the 

requested increase in operating income. The requested level of operating income is 

determined by applying the proposed rate of return of 8.34% to the net original cost rate 

base for NIPSCO (shown on page 3 of Petitioner's Exhibit LEM-2). The requested 

increase in net operating income is $13,996,413. The increase in operating income is 

then grossed up for: (a) Federal income taxes, (b) State income taxes, (c) URT, (d) 
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Public Utility Fees, and (e) uncollectible accounts. The resulting proposed increase in 

revenue requirements is $23,983,452. 

462. Please explain Adjustment PF-2 on Petitioner's Exhibit LEM-2. 

A62. Adjustment PF-2 on Petitioner's Exhibit LEM-2 reflects the additional uncollectible 

accounts expense on the revenue increase by multiplying the proposed increase in 

revenue requirement by the multiplier of 0.226593%, for an increase in expense of 

$54,345 at the proposed rates level. 

463. Please explain Adjustment PF-3 on Petitioner's Exhibit LEM-2. 

A63. Adjustment PF-3 on Petitioner's Exhibit LEM-2 is a calculation of the URT applicable to 

the proposed increase in revenue requirements and is calculated by applying the 1.4% 

rate to the proposed increase of $23,983,452, resulting in an increase of $335,768. 

464. Please explain Adjustment PF-4 on Petitioner's Exhibit LEM-2. 

A64. Adjustment PF-4 on Petitioner's Exhibit LEM-2 is a calculation of the Public Utility Fees 

applicable to the proposed increase in revenue requirements and is calculated by applying 

the 0.1204% rate to the proposed increase of $23,983,452, resulting in an increase of 

$28,876. 

465. Please explain Adjustment PF-5 on Petitioner's Exhibit LEM-2. 

A65. Adjustment PF-5 on Petitioner's Exhibit LEM-2 is to account for income taxes applicable 

to the proposed increase in net operating income. It is calculated by applying the Federal 

income tax rate to the pro fonna federal taxable income and the Indiana state income tax 

rate to the pro forma state taxable income, resulting in an increase of $9,568,050. As Mr. 
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1 O'Brien explains, federal and state taxable incomes are not the same due to different 

2 deductions. 

3 Q66. Please explain Petitioner's Exhibit LEM-3. 

4 A66. Petitioner's Exhibit LEM-3 consists of a separate page for each income statement 

5 adjustment, rate base update and capital structure update. The individual pages present 

6 additional detail where needed to further explain the amounts included in Petitioner's 

7 Exhibit LEM-2 and discussed individually in my testimony. Where appropriate, the 

8 workpapers to be filed in this proceeding provide further detail. 

9 V. NET ORIGINAL COST RATE BASE 

10 467. Please explain Petitioner's Exhibit LEM-4. 

11 A67. Petitioner's Exhibit LEM-4, page 1 of 2, quantifies MPSCO's net original cost rate base 

12 as of December 31, 2007, including updates, which I describe later in my testimony. 

13 Column B shows the actual rate base as of December 31, 2007, per NIPSCO's books. 

14 Column C shows the debit and credit updates to rate base by line item. Column D shows 
I 

15 the total net original cost rate base with the rate base updates reflected. Petitioner's 

16 Exhibit LEM-4 page 2 of 2, shows a summary of the rate base updates, the detail of 

17 which is discussed below. 

18 Q68. Please explain Update RB-1 on Petitioner's Exhibit LEM-4, page 2 of 2. 

19 A68. Update RB-1 on Petitioner's Exhibit LEM-4, page 2 of 2, decreases (credits) utility plant 

20 in service in the amount of $175,909,015 to reflect the removal of units at Mitchell, 
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1 which are being retired. Ms. Odum and Mr. Sweet further discuss the Company's plans 

2 regarding Mitchell. 

3 469. Please explain Update RB-2 on Petitioner's Exhibit LEM-4, page 2 of 2. 

4 A69. Update RB-2 on Petitioner's Exhibit LEM-4, page 2 of 2, decreases (debits) accumulated 

5 depreciation reserve in the amount of $178,072,088 to reflect the retirement of Mitchell. 

6 470. Please explain Update RB-3 on Petitioner's Exhibit LEM-4, page 2 of 2. 

7 A70. Update RB-3 on Petitioner's Exhibit LEM-4, page 2 of 2, decreases (credits) utility plant 

8 in service in the amount of $19,395,755 to reflect removal of the Michigan City 

9 Generating Station Units 2 and 3, which are being retired. Ms. Odurn and Mr. Sweet 

10 further discuss the Company's plans regarding Units 2 and 3 at the Michigan City 

11 Generating Station. 

12 Q71. Please explain Update RB-4 on Petitioner's Exhibit LEM-4, page 2 of 2.- 

13 A71. Update RB-4 on Petitioner's Exhibit LEM-4, page 2 of 2, decreases (debits) accumulated 

14 depreciation reserve in the amount of $18,096,416 to reflect the retirement of the 

15 Michigan City Generating Station Units 2 and 3. 

16 472. Please explain Updates RB-5 through RB-10 on Petitioner's Exhibit LEM-4, page 2 

17 of 2. 

18 A72. As discussed in greater detail by Mr. Dehring and NIPSCO Witness Robert Grenernan, 

19 the Company implemented the FERC Seven Factor Test relating to the electric 

20 transmission and distribution facilities as set forth in FERC Order No. 888. This resulted 

21 in $108,644,289 of transmission assets being re-classified as distribution assets and 
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1 $14,599,077 of distribution assets being re-classified as transmission. This update has no 

2 impact on total plant in service values. In addition, the accumulated deprecation and 

3 amortization reserves were adjusted. These updates are identified as RE3-5 and RB-6. In 

4 addition, the Company made updates to rate base to reflect the impact of an error made in 

5 performing certain plant retirements and made other adjusting entries to correct assets 

6 that had been misclassified as to specific plant account. These updates are identified as 

7 RE3-7 through RE3-10. Mr. Hershberger further discusses these adjustments. 

8 473. Please discuss the Deferred Charges shown on Petitioner's Exhibit LEM-4, page 1 of 

9 2. 

10 A73. The deferred charges shown on Petitioner's Exhibit LEM-4, page 1 of 2, relate to the 

11 unamortized balance at December 3 1,2007 of deferred charges in connection with the (1) 

12 Pure Air flue gas desulfurization ("FGD") at the Bailly Generating Station, (2) R. M. 

13 Schahfer Generating Station Units 17 and 18, and (3) prepaid pension asset. 

14 474. Please explain the Pure Air Deferred Charges on Petitioner's Exhibit LEM-4, page 

15 1 of 2. 

16 A74. The Pure Air Deferred Charges on Petitioner's Exhibit LEM-4, page 1 of 2, in the 

17 amount of $526,218 represent the remaining unamortized balance of the regulatory asset 

18 established in Cause No. 43188. This asset will be l l l y  amortized by year-end 2008. 

19 475. Please explain the Unit 17 Depreciation on Petitioner's Exhibit LEM-4, page 1 of 2. 

20 A75. The Unit 17 Depreciation on Petitioner's Exhibit LEM-4, page 1 of 2, in the amount of 

21 $542,928 relates to the deferral of depreciation on Schahfer Unit 17 after it went into 
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1 service and before entry of the Commission's August 3, 1983 Order in Cause No. 37023 

2 (including Unit 17 in NIPSCO 's rate base). Pursuant to the Commission's April 20, 1983 

3 Order in Cause No 37129, the Company was authorized to defer and amortize the 

4 deferred depreciation over the remaining life of Schahfer Unit 17. The amount of 

5 $542,928 is the unamortized amount of deferred charges at December 3 1,2007. 

6 476. Have you removed from rate base the unamortized amount of the Schahfer Unit 17 

7 disallowance ordered by the Commission? 

8 A76. Yes, I removed the unamortized amount of the disallowance of $4,334,003, which 

9 consists of gross plant of $31,733,655 and accumulated amortization of $27,399,652 as 

10 shown on Petitioner's Exhibit LEM-4. 

11 477. Please explain the Unit 18 Depreciation and Carrying Charges on Petitioner's 

12 Exhibit LEM-4, page 1 of 2. 

13 A77. The Unit 18 Depreciation and Carrying Charges on Petitioner's Exhibit LEM-4, page 1 of 

14 2, in the amounts of $5,206,694 and $16,132,193, respectively, relate to the continuation 

15 of Allowance for Funds Used During Construction ("AFUDC") and the deferral of 

16 depreciation from the time Schahfer Unit 18 went into service until the time it was 

17 included in rate base. In the Commission's July 15, 1987 Order in Cause No. 38045, the 

18 Company was authorized to phase-in this unit into rate base. In the Commission's 

19 November 27,1985 Order in Cause No. 37819, the Company was authorized to amortize 

20 these deferrals over the remaining life of Schahfer Unit 18. The amount of $21,338,887 
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1 reflects the unamortized amount of Schahfer Unit 18 deferred charges at December 3 1, 

3 478. Please explain the Prepaid Pension Asset on Petitioner's Exhibit LEM-4, page 1 of 2. 

4 A78. The Prepaid Pension Asset on Petitioner's Exhibit LEM-4, page 1 of 2, reflects the 

5 electric portion of prepaid pension costs in the amount of $25,705,004. 

6 479. Please explain the Materials & Supplies on Petitioner's Exhibit LEM-4, page 1 of 2? 

7 A79. The Materials & Supplies on Petitioner's Exhibit LEM-4, page 1 of 2, reflects the balance 

8 of the electric materials and supplies at December 3 1,2007 per the Company's books and 

9 records in the amount of $46,907,735. 

10 Q8O. Please explain the Production Fuel on Petitioner's Exhibit LEM-4, page 1 of 2? 

11 A80. The Production Fuel on Petitioner's Exhibit LEM-4, page 1 of 2, reflects the balance of 

12 production fuel at December 31, 2007 per the Company's books and records in the 

13 amount of $57,566,559. 

14 VI. CAPITAL, STRUCTURE 

15 481. Please explain Petitioner's Exhibit LEM-5. 

16 A81. Petitioner's Exhibit LEM-5, page 1 of 3, shows the computation of the overall weighted 

17 cost of capital for NIPSCO. Column A shows the components of capital, including 

18 common equity, long term debt, customer deposits, deferred income taxes, postretirement 

19 liability, and Post 1970 ITC. Column B shows the "as adjusted" amount for each 

20 component. Column C shows the percent each component represents of the total 

2 1 capitalization. Column D shows the cost for each component. Column E shows the 
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weighted average cost for each component. The cost of Post-1970 ITC represents the 

weighted average cost of investor supplied capital, which is computed in the second table 

on Page 1 of 3 on Petitioner's Exhibit LEM-5. The total of Column E of 8.34% is the 

Company's weighted cost of capital. Petitioner's Exhibit LEM-5, page 2 of 3, shows the 

December 31, 2007 actual capital structure and the adjustments made to arrive at the 

capital structure reflected on page 1. Column B shows the actual December 31, 2007 

balances. Columns C and D show the updates to capital structure. Column E shows the 

reference to these updates, the detail of which is discussed below. Column F shows the 

adjusted balance. Column G reflects the percent of the total capitalization for each 

component. Column H shows the cost for each component. Column I shows the 

weighted average cost for each component. Petitioner's Exhibit LEM-5, Page 3 of 3, is a 

detailed schedule of long-term debt, reflecting actual debt outstanding at December 31, 

2007 as well as debt issued in June 2008. Column A reflects the interest rate associated 

with each debt issue. The individual debt issues are listed in Column B. Columns C and 

D reflect the dates of issuance and dates of maturity, respectively. The principal amount 

outstanding is shown in Column E. Column F reflects the interest requirement, which is 

the principal ainount (Column E) multiplied by the interest rate (Column A). Column G 

reflects the overall cost of debt, which flows to page 1 of 3. 

482. What cost rate has been utilized for Common Equity on Petitioner's Exhibit LEM- 

5? - 
A82. The cost rate for Common Equity on Petitioner's Exhibit LEM-5, page 1 of 3, is 12%. 

The cost rate was determined and provided by NIPSCO Witness Paul R. Moul. 
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Q83. What cost rate has been utilized for Long-Term Debt on Petitioner's Exhibit LEM- 

A83. The cost rate for Long-Term Debt on Petitioner's Exhibit LEM-5, page 1 of 3, is 6.56%, 

which is based on the debt outstanding at December 31, 2007 plus debt issued in June 

2008. The update for the June 2008 debt issue is shown on Petitioner's Exhibit LEM-5, 

page 2 of 3, and is discussed below. 

484. What cost rate has been utilized for Customer Deposits as shown on Petitioner's 

Exhibit LEM-5? 

A84. The cost rate for Customer Deposits on Petitioner's Exhibit LEM-5, page 1 of 3, is 6%, 

which is the interest rate on customer deposits as provided for in the Commission's rules. 

485. Please explain Post-Retirement Liability on Petitioner's Exhibit LEM-5? 

A85. The Post-Retirement Liability on Petitioner's Exhibit LEM-5 reflects the Statement of 

Financial Accounting Standard No. 106 ("SFAS 106") OPEB accrual expense in excess 

of the cash basis or Pay-As-You-Go Method ("PAYGO). In accordance with the 

Commission's June 11, 1997 Order in Cause No. 40688, the Commission found that, 

commencing February 1,1998, NIPSCO was authorized to include its SFAS 106 expense 

in its cost of service for ratemaking purposes. Additionally, the Commission authorized 

NIPSCO to commence the amortization of the expense that had been deferred as a 

regulatory asset pursuant to the Commission's December 30, 1992 Order in Cause No. 

39348. The Commission also found that the cumulative difference between SFAS 106 

expense and the cash outlay for post-retirement benefits other than pensions should be 
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1 treated as zero cost capital. I have computed this adjustment by starting with the SFAS 

2 106 gross accrual amounts (which includes all of the expenses deferred in the regulatory 

3 asset prior to February 1, 1997), then reducing for amounts paid as calculated under the 

4 PAYGO, then reducing hrther by the unamortized balance of the regulatory asset, then 

5 finally reducing by the capitalized portion. In this fashion, the amount reflected as zero 

6 cost capital is essentially equivalent to the amount that would have been recorded as 

7 SFAS 106 expense in excess of the PAYGO since February 1, 1997, together with the 

8 amount of the original regulatory asset that has been amortized, all as provided for in the 

9 Commission's Order in Cause No. 40688. 

10 486. What updates were made to the capital structure for Step One? 

11 A86. Adjustments CS-1, CS-2, and CS-3 were made with respect to common equity, long-term 

1 12 debt, and deferred taxes, respectively. These adjustments are shown on Petitioner's 
i 

13 Exhibit LEM-5, page 2 of 3, and are discussed below. 

14 487. Please explain Adjustment CS-1 on Petitioner's Exhibit LEM-5. 

15 A87. Adjustment CS-1 on Petitioner's Exhibit LEM-5 is an increase (credit) in common equity 

16 in the amount of $1,168,208, made to reflect the exclusion of Other Comprehensive 

17 Income ("OCI") fiom the December 31, 2007 balance. This adjustment to common 

18 equity is necessary as the OCI is related to the market impact of derivative activity which 
! 

19 is non cash in nature. Mr. Moul provides further discussion of this item. 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 42 

488. Please explain Adjustment CS-2 on Petitioner's Exhibit LEM-5. 

A88. Adjustment CS-2 on Petitioner's Exhibit LEM-5 is an increase (credit) in long-term debt 

in the amount of $160,000,000, made to reflect the long-term debt issued by NlPSCO to 

NiSource Finance Corporation in June 2008. This debt was issued as a replacement for 

the 2007 redemption of NIPSCO's preferred stock as well as scheduled maturities of 

medium-tern notes. The Commission approved the issuance of these notes in its 

February 6,  2008 Order in Cause No. 43370. This issue consisted of two components, 

and the capital structure reflects the interest rate applicable to each portion of the debt 

issue, totaling $160,000,000. NIPSCO Witness Vincent V. Rea discusses the financing 

and interest rate determination. 

Q89. Please explain Adjustment CS-3 on Petitioner's Exhibit LEM-5. 

A89. Adjustment CS-3 on Petitioner's Exhibit LEM-5 is an increase (credit) to the capital 

structure in the amount of $795,992 in order to exclude the deferred taxes related to the 

OCI adjustment to common equity for the derivative activity discussed previously. 

VII. TRACKER MECHANISMS 

Q90. Is NIPSCO proposing any tracking mechanisms in this proceeding? 

A90. Yes, NIPSCO is proposing the continuation of its FAC, EERM, and Environmental Cost 

Recovery Mechanism ("ECRM) tracking mechanisms. As part of this rate case 

proceeding, NIPSCO seeks approval for a change in the frequency of the filing of its 

EERM to semi-annual from annual and for approval for use of the EERM to pass back to 

ratepayers the net proceeds realized through the sale of emissions allowances, as  well as 
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any costs incurred to purchase allowances. In addition to the continuation of these 

existing tracking mechanisms with the requested modifications, NIPSCO is proposing the 

RA tracking mechanism to provide for (1) recovery and pass-through of certain regional 

transmission organization costs and revenues; (2) recovery of purchased power costs; and 

(3) the allocation of net revenues from MPSCO's off-system sales. As described 

previously in REV-8 and FP-5, NIPSCO proposes that 100% of future off-system sales 

margins be passed back to the ratepayers up to $15 million annually. NIPSCO requests 

that any off-system sales margins generated beyond the amount of $15 million annually 

9 will be shared, with 80% going to ratepayers. In addition, as noted in Adjustment REV- 

10 10, the Company proposes that 100% of transmission revenues from certain MIS0 

11 schedules be passed back to ratepayers via this RA mechanism. Mr. Crum further 

12 describes this mechanism. I describe the schedules that will be utilized for the proposed 

13 - RA tracking mechanism below. 

14 Q91. Please describe Petitioner's Exhibit LEM-10. 

15 A91. Petitioner's Exhibit LEM-10 shows the sample schedules proposed to be utilized with the 

16 proposed RA tracking mechanism. MPSCO proposes that this mechanism be filed 

17 quarterly concurrent with the quarterly FAC filings. The RA is intended to be utilized to 

18 recover purchased power and capacity costs, all non-FAC MIS0 charges / (credits) and to 

19 pass through off-system sales net revenues. Petitioner's Exhibit LEM-10 contains sample 

20 schedules with hypothetical dollar amounts and allocation percentages for hypothetical 

21 dates in order to demonstrate how Petitioner proposes this mechanism will function. 

22 Petitioner proposes that a quarterly estimate be prepared in order to bill customers and 
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that a reconciliation of costs recovered to actual costs incurred be performed in a 

subsequent quarter, much like the process used for the existing FAC mechanism. 

Petitioner's Exhibit LEM-10, page 1 of 9, is the summary page showing the estimated 

costs / (credits) to be included in the RA and the resulting factors to be billed to 

customers. Lines 1 and 2 show capacity purchases and MIS0 charges that are demand 

allocated, respectively. Both of these line items will be allocated to NIPSCO's proposed 

rate schedules based on demand factors. Line 3 is the total of L i e s  1 and 2. Lines 4, 5 

and 6 show energy purchases, all other non-FAC MIS0 charges / (credits) and off-system 

sales net revenues, respectively. Each of these three line items will be allocated to 

NIPSCO's proposed rate schedules based on energy. Line 7 is the sum of the Lines 4,5 

and 6. Lines 8 through 23 show the allocation of demand allocated and energy allocated 

charges by rate. Lines 24 through 39 show the total combined charges plus the variance 

fkom previous periods. Line 39, column L shows the total net charges I (credits) to be 

billed to customers by rate schedule and column M reflects the factor for each rate 

schedule. Column N is the billing factor adjusted for URT and Adjusted Gross Income 

Tax. Petitioner's Exhibit LEM-10, pages 2 through 5 of 9, reflect the detail behind Page 

1 of 9, Lines 1, 2, 4, 5, and 6, as described above. Petitioner's Exhibit LEM-10, page 6 

of 9, shows the charges recovered for the quarter less the amount of prior period variance 

to be recovered, compared to actual charges for the quarter, and the new resulting 

variance. Petitioner's Exhibit LEM-10, page 7 of 9, shows the detailed reconciliation and 

allocation of actual costs based on demand and energy as explained above. Petitioner's 

Exhibit LEM-10, page 8 of 9, shows actual costs I (credits) by type. Petitioner's Exhibit 
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1 LEM-10, page 9 of 9, shows a detailed list of MIS0 charge-types. For simplicity 

2 purposes, this reconciliation is shown for one of the three months in the quarter. The 

3 remaining two months would be shown on similar pages. 

4 492. Please describe how the EERM and ECRM tracking mechanisms will be impacted 

5 upon the issuance of an Order in this proceeding. 

6 A92. Prior to the issuance of an Order in this proceeding, the ECRM and EERM tracker filings 

7 will be separated to delineate those costs and expenses that have been included in the 

8 requested revenue requirement in this proceeding from expenditures and operating 

9 expenses not reflected in the revenue requirement for this proceeding. Upon the issuance 

10 of an Order in this proceeding, new tariff tracker schedules will be utilized to remove the 

11 impact of the costs and expenses reflected in new rates to ensure that there is no 

12 duplication in revenue collection. These tracking mechanisms will continue to be utilized 

13 for future Qualified Pollution Control Property ("QPCP") not reflected in rate base and 

14 for future operating costs associated with QPCP expenditures, in accordance with the 

15 Commission's prior orders in Cause Nos. 421 50 (1 1/26/2002) and 43 188 (7/3/2007). In 

16 addition, Petitioner is requesting in this proceeding that these mechanisms be expanded to 

17 make them applicable for costs associated with additional and future environmental 

18 regulatory requirements and also requests that both tracker filings may be made on a 

19 semi-annual basis. 
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VIII. STEP TWO - SUGAR CREEK FACILITY 

493. Please explain the Company9s proposed Step Two rate increase request associated 

with the recently acquired Sugar Creek generating facility? 

A93. On May 28,2008 in Cause No. 43396, the Commission issued an order granting NIPSCO 

a Certificate of Public Convenience and Necessity ("CPCN") to acquire the Sugar Creek 

generating facility (the "Sugar Creek Facility") ("CPCN Order"). NIPSCO acquired the 

equity interests in Sugar Creek Power Company, LLC on May 30, 2008. The prior 

owners of Sugar Creek committed the Sugar Creek Facility to the PJM Interconnection, 

LLC ("PJM) market through May 31,2010. In the CPCN Order, the Commission found 

that the Sugar Creek Facility could not be deemed to be "in service" for regulatory 

purposes while it is committed to the PJM market. The Company is requesting 

authorization of a second adjustment (the "Step Two Adjustment") to NIPSCO's basic 

rates and charges that will be implemented when the Sugar Creek Facility is no longer 

committed to PJM and is dispatched into MISO. 

Q94. What adjustment to NIPSCO's rates is the Company proposing to reflect in the Step 

Two Adjustment? 

A94. The Step Two Adjustment will increase NIPSCO's rates to reflect the additional costs 

NIPSCO incurs to own and operate the Sugar Creek Facility for the benefit of NIPSCO's 

customers, including taxes and O&M expenses. NIPSCO also has a pending proceeding 

in Cause No. 43396 S-1 in which it is seeking authority to defer carrying charges and 

depreciation expense on its investment in the Sugar Creek Facility from the date of the 

acquisition through the date when a return on and of NIPSCO's investment in the Sugar 
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1 Creek Facility is reflected in NIPSCO's rates. NIPSCO has proposed that, if such 

2 deferral authority is granted, the Step Two Adjustment include an amortization of the 

3 deferred amounts as an above-the-line expense and inclusion of the unamortized amount 

4 in NIPSCO's rate base. The Step Two Adjustment will also include a return on 

5 NIPSCO's investment in the Sugar Creek Facility. Mr. Shambo addresses the policy and 

6 structure of the Step Two Adjustment. 

7 Q95. Please summarize your testimony for the Step Two Adjustment. 

8 A95. NIPSCO requires a net increase in base rate revenues of $80,723,642 in the Step Two 

9 Adjustment to recover the revenue requirement associated with the Sugar Creek Facility. 

10 This amount is calculated to provide the opportunity to earn additional net operating 

11 income of $30,619,764. Support for the Step Two Adjustment is presented in Petitioner's 

12 Exhibits LEM-6 throurrh LEM-9. 

13 496. Please describe the exhibits relating to Step Two. 

14 A96. Petitioner's Exhibit LEM-6, page 1 of 2, is a statement of Sugar Creek net operating 

15 income for the test year ended December 3 1,2007 on a pro forma basis and adjusted for 

16 the proposed revenue increase of $80,723,642. Petitioner's Exhibit LEM-6, page 2 of 2, 

17 shows the calculation of the proposed Sugar Creek revenue increase. Petitioner's Exhibit 

18 LEM-7 consists of a separate page for each Sugar Creek income statement adjustment 

19 and rate base and capital structure update. Petitioner's Exhibit LEM-8, page 1 of 2, 

20 shows the Sugar Creek original cost rate base and a summary of the proposed updates. 

2 1 Petitioner's Exhibit LEM-8, page 2 of 2, shows the detail of the proposed updates. 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 48 

Petitioner's Exhibit LEM-9, page 1 of 3, shows the computation of the overall weighted 

cost of capital for Step Two with the inclusion of additional adjustments as discussed 

below. Column A shows the components of capital, including common equity, long term 

debt, customer deposits, deferred income taxes, postretirement liability, and Post 1970 

ITC. Column B shows the "as adjusted" amount for each component of capital, 

reflecting the Step One updates described earlier in my testimony and the Step Two 

updates, which are described later in my testimony. Column C reflects the percent each 

line item represents of the total capitalization. Column D reflects the cost for each 

component and Column E shows the weighted average cost for each line item. The total 

of Column E of 8.43% is the Company's weighted cost of capital, reflecting the Sugar 

Creek facility in rate base. Petitioner's Exhibit LEM-9, Page 2 of 3, shows the December 

31, 2007 capital structure with adjustments. Column B shows the actual December 31, 

2007 balances, Columns C and D reflect the updates to capital structure for Step Two. 

These updates are identified as SCCS-1 and SCCS-2 in Column E and are further 

discussed below. Column F shows the pro forma balance. Column G reflects the percent 

each line item represents of the total capitalization. Column H shows the cost for each 

component and Column I shows the weighted average cost for each line item. 

Petitioner's Exhibit LEM-9, Page 3 of 3, is a detailed schedule of long-term debt, 

reflecting actual debt outstanding at December 31, 2007 as well as debt issued in June 

2008 and anticipated debt issues associated with the financing of the acquisition of the 

Sugar Creek facility. Column A reflects the interest rate associated with each debt issue. 

The individual debt issues are listed in Column B. Columns C and D reflect the dates of 
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1 issuance and dates of maturity, respectively. The principal amount outstanding is shown 

2 in Column E. Column F reflects the interest requirement, which is the principal amount 

3 (Column E) multiplied times the interest rate (Column A). Column G reflects the overall 

4 cost of debt, which flows to page 1 of 3. 

5 Q97. Please explain Adjustment SCOM-1 on Petitioner's Exhibit LEM-6, page 1 of 2. 

6 A97. Adjustment SCOM-1 on Petitioner's Exhibit LEM-6, page 1 of 2, is to increase (debit) to 

7 operating expenses in the amount of $3,572,954 for the variable production expense 

8 required to operate the Sugar Creek Facility. Mr. Pack further describes the calculation 

9 of this adjustment. 

10 Q98. Please explain Adjustment SCOM-2 on Petitioner's Exhibit LEM-6, page 1 of 2. 

11 A98. Adjustment SCOM-2 on Petitioner's Exhibit LEM-6, page 1 of 2, is to increase (debit) to 

12 operating expenses in the amount of $5,815,467 for other O&M expenses, which consists 

13 of fixed operating expenses for the plant as well as property insurance related to the 

14 Sugar Creek Facility. Mr. Pack W h e r  describes the calculation of this adjustment. 

15 Q99. Please explain Adjustment SCDA-1 on Petitioner's Exhibit LEM-6, page 1 of 2. 

16 A99. Adjustment SCDA-1 on Petitioner's Exhibit LEM-6, page 1 of 2, is the increase (debit) to 

17 electric operating expenses for $1 1,236,857 for the annual depreciation/amortization 

18 expense of the Sugar Creek Facility. This adjustment is based on the depreciation study 

19 performed by NIPSCO Witness John Spanos. 
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4100. Please explain Adjustment SCDA-2 on Petitioner's Exhibit LEM-6, page 1 of 2. 

A100. Adjustment SCDA-2 on Petitioner's Exhibit LEM-6, page 1 of 2, is the increase (debit) to 

electric amortization expenses for $2,694,743 for .the amortization of the 

depreciationlamortization expense of the Sugar Creek Facility proposed to be deferred 

beginning June 1,2008 through May 3 1,2010. The amortization amount is calculated by 

adding the annual depreciation/amortization as described in Adjustment SCDA-1 for the 

two annual periods. I have reduced the amortization by $4,500,000 (the annual 

depreciation on the Mitchell plant) for two years, pursuant to the FAC71 Settlement. 

This results in a total deferred amount of $13,473,714. When amortized over a five-year 

period, the annual expense is $2,694,743. 

4101. Please explain Adjustment SCDA-3 on Petitioner's Exhibit LEM-6, page 1 of 2. 

A101. Adjustment SCDA-3 on Petitioner's Exhibit LEM-6, page 1 of 2, is the increase (debit) to 

electric amortization expenses for $8,529,686 for the amortization of the deferred 

carrying charges on the Sugar Creek facility. This amount represents the amount of 

carrying charges proposed to be deferred beginning June 1, 2008, calculated by 

multiplying the $328,064,833 gross utility plant in service value by a rate of 6.5% for two 

years and amortized over a five-year period. 

4102. How did you calculate the utility plant in service value for the Sugar Creek Facility? 

A102. NIPSCO actually paid $329,672,739 to acquire Sugar Creek. However, I have deducted 

interest expense and materials and supplies inventory recorded on NIPSCOYs books and 

records, as well as miscellaneous other current assets and liabilities because these 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 51 

amounts should not be included in utility plant in service. Further adjustment may be 

required because the purchase agreement requires a true-up for working capital. As soon 

as the information is available, Petitioner will true-up the final purchase price, including 

the filing of amended exhibits, to appropriately reflect the correct amount for purposes of 

the rate base updates. This true-up will likely change the materials and supplies 

inventory balance, which is described in Update SCRB-2. 

4103. Why are you using a 6.5% rate to calculate carrying charges and using a five year 

amortization period? 

A103. That rate is consistent with the terms of the FAC71 Settlement. 

4104. Please explain Adjustment SCOTX-1 on Petitioner's Exhibit LEM-6, page 1 of 2. 

A104. Adjustment SCOTX-1 on Petitioner's Exhibit LEM-6, page 1 of 2, is the increase (debit) 

to property taxes for $1,132,243 for the Sugar Creek Facility. This amount was provided 

by Mr. 0 'Brien, who discusses it fiu-ther. If this adjustment is not made, property tax 

expense will be understated. 

Q105. Please explain Adjustment SCPF-1 on Petitioner's Exhibit LEM-6, page 1 of 2. 

A105. Adjustment SCPF-1 on Petitioner's Exhibit LEM-6, page 1 of 2, shows the calculation of 

the increased revenue requirement for NIPSCO necessary to provide an 8.43% return on 

net original cost rate base of $363,223,758. The increased revenue requirement is 

calculated by determining the requested increase in operating income. The requested 

operating income increase is determined by applying the proposed rate of return of 8.43% 

to the net original cost rate base for Sugar Creek shown on page 2 of Petitioner's Exhibit 
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LEM-6. The increase in operating income is then grossed up for the following taxes and 

fees: (a) Federal income taxes, (b) State income taxes, (c) URT, (d) Public Utility Fees, 

and (e) Uncollectible accounts. The proposed increase in revenue requirements is 

$80,723,642. 

4106. Please explain Adjustment SCOM-3 on Petitioner's Exhibit LEM-6, page 1 of 2. 

A106. Adjustment SCOM-3 on Petitioner's Exhibit LEM-6, page 1 of 2,reflects the additional 

uncollectible accounts expense on the revenue increase by multiplying the proposed 

increase in revenue requirement by the multiplier of 0.226593%, for an increase in 

expense of $1 82,914 at the proposed rates level. 

4107. Please explain Adjustment SCOTX-2 on Petitioner's Exhibit LEM-6, page 1 of 2. 

A107. Adjustment SCOTX-2 on Petitioner's Exhibit LEM-6, page 1 of 2, is a calculation of the 

Public Utility Fees applicable to the proposed increase in revenue requirements and is 

calculated by applying the 0.1204% rate to the proposed increase of $80,723,642, 

resulting in an increase of $97'19 1 

Q108. Please explain Adjustment SCOTX-3 on Petitioner's Exhibit LEMd, page 1 of 2. 

A108. Adjustment SCOTX-3 on Petitioner's Exhibit LEM-6, page 1 of 2, is a calculation of the 

URT applicable to the proposed increase in revenue requirements and is calculated by 

applying the 1.4% rate to the proposed increase of $80,723,642, resulting in an increase 

of $1,130,131. 
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1 Q109. Please explain Adjustment SCITX-1 on Petitioner's Exhibit LEM-6, page 1 of 2. 

2 A109. Adjustment SCITX-1 on Petitioner's Exhibit LEM-6, page 1 of 2, is the calculation of the 

3 income taxes applicable to the proposed increase in net operating income. It is calculated 

4 by applying the federal and state income tax rates to the proposed increase in net 

5 operating income for federal and state income tax purposes, which results in increased 

6 expense of $15,711,692. 

7 Ql10. Please explain Update SCRB-1 on Petitioner's Exhibit LEM-8, page 2 of 2. 

8 A1 10. Update SCRB-1 on Petitioner's Exhibit LEM-8, page 2 of 2, is the update to increase 

9 (debit) plant in service in the amount of $328,064,833 to reflect the plant acquired in the 

10 purchase of the Sugar Creek Facility. Messrs. Sweet and Shambo discuss the purchase of 

11 the Sugar Creek Facility. 

i 
i 12 4111. Please explain Update SCRB-2 on Petitioner's Exhibit LEM-8, page 2 of 2. 

13 A1 11. Update SCRB-2 on Petitioner's Exhibit LEM-8, page 2 of 2, is the update to increase 

14 (debit) materials and supplies in the amount of $1,510,497 to reflect the inventory 

15 acquired as part of the purchase of the Sugar Creek Facility. Mr. Sweet discusses the 

16 purchase of the Sugar Creek Facility. This inventory balance is subject to change 

17 following the final working capital true-up described above. 

18 4112. Please explain Update SCRB-3 on Petitioner's Exhibit LEM-8, page 2 of 2. 

19 A1 12. Update SCRB-3 on Petitioner's Exhibit LEM-8, page 2 of 2, is the update to increase 

20 (credit) accumulated depreciation and amortization for $22,473,714 for the two years of 

21 depreciation/amortization expense for the Sugar Creek Facility ($1 1,236,857) per year as 
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1 described in Adjustment SCDA-1) that will have been recorded as of June 1,2010, when 

2 the commitment to the PJM market is scheduled to expire. 

3 4113. Please explain Update SCRB-4 on Petitioner's Exhibit LEM-8, page 2 of 2. 

4 A113. Update SCRB-4 on Petitioner's Exhibit LEM-8, page 2 of 2, is the update to increase 

5 (debit) deferred charges for $13,473,714 for the deferral of the accumulated depreciation 

6 and amortization for two years as described in Update SCRB-3, net of the $4,500,000 

7 annual exclusion deemed to be representative of the annual depreciation expense for the 

8 Mitchell generating facility. Such deferral treatment is currently pending before the 

9 Commission in Cause No. 43396 S-1. 

10 4114. Please explain Update SCRB-5 on Petitioner's Exhibit LEM-8, page 2 of 2. 

11 A1 14. Update SCRB-5 on Petitioner's Exhibit LEM-8, page 2 of 2, is the update to increase 

12 (debit) deferred charges for $42,648,428 for the carrying charges on the Sugar Creek 

13 Facility for the two year period of June 1,2008 to May 3 1,2010. This amount represents 

14 the amount of carrying charges to be deferred beginning June 1,2008 through May 31, 

15 2010, calculated by multiplying the $328,064,833 purchase price of the facility by a rate 

16 of 6.5% for each year. Such deferral treatment is currently pending before the 

17 Commission in Cause No. 43396 S-1. 

18 4115. What updates were made to the Capital Structure for the Step Two Adjustment? 

19 A115. In addition to the changes to the capital structure described in Step One, Adjustments 

20 SCCS-1 and SCCS-2 were made with respect to common equity and long-term debt, 

2 1 respectively, related to the funding of the acquisition of the Sugar Creek Facility. These 



Petitioner's Exhibit LEM-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 55 

1 adjustments are shown on Petitioner's Exhibit LEM-9, page 2 of 3, and are discussed 

2 below. 

3 4116. Please explain Update SCCS-1 on Petitioner's Exhibit LEM-9, page 2 of 3. 

4 A116. Update SCCS-1 on Petitioner's Exhibit LEM-9, page 2 of 3, is an increase (credit) in 

5 common equity of $140,000,000, made to reflect the expected earnings to be retained by 

6 the Company and used to complete the funding of the Sugar Creek acquisition. 

7 4117. Please explain Update SCCS-2 on Petitioner's Exhibit LEM-9, page 2 of 3. 

8 A117. Update SCCS-2 on Petitioner's Exhibit LEM-9, page 2 of 3, is an increase (credit) in 
! 

9 long-term debt of $120,000,000, made to reflect the anticipated issue of intercompany 

10 long-term debt by NIPSCO to NiSource Finance Corporation, pending approval by the 

11 Commission of a financing petition filed August 26, 2008. This debt issue will be used 

12 as partial fimding of the Sugar Creek acquisition and will replace temporarily used 

13 money pool financing. Mr. Rea discusses the financing and interest rate determination. 

I 
1 14 4118. What cost rate has been utilized for Common Equity on Petitioner's Exhibit LEM- 

15 - 9? 

16 A1 18. The cost rate for Common Equity on Petitioner's Exhibit LEM-9, page 1 of 3, is 12%. 

17 The cost rate was determined and provided by Mr. Moul. 

18 4119. What cost rate has been utilized for Long-Term Debt on Petitioner's Exhibit LEM- 

19 - 9? 

20 A1 19. The cost rate for Long-Term Debt on Petitioner's Exhibit LEM-9, page 1 of 3, is 6.55%, 

21 which is based on the actual cost of debt outstanding at December 31,2007 plus the cost 
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1 of debt issued in June 2008, plus the estimated cost of debt to be issued related to the 

2 financing of the Sugar Creek acquisition as described above. The update for this 

3 anticipated debt issue is shown in Petitioner's Exhibit LEM-9, page 3 of 3. 

4 4120. Does this conclude your prepared direct testimony? 

5 A120. Yes, it does. 
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Fuel Rased to Op-atinp Revenue (Mdal MeHers) 
Mobile F& Hardiing Expense 
Gas a& D i d  
Off-syrlem sales 

1 548,872.818 S 524.318.388 

(3.885.450) FP - 1 
(828.813) FP - 2 
100.801 FP- 3 
8.10.335 FP-4 

(21.285.482) FP - 5 

Add 
Wlii Raceiprs Tax (related to W ad cmhzsed pew) 5 7.177052 O W  1 7.177.052 

1 548,972,918 S 124.856.528) S 524,318,388 5 7.1l7.052 $ ~ 1 4 8 3 . ~ 1  

1 810.548.832 1 88.098.532 S 878.W.384 S 23.983.452 S 800,631,816 

1 288,413,573 5 341.w.887 S 341.064.887 
I.&%.& OM- 1 
4.001.238 OM - 2 
5.782.558 OM - 3 
5.782.480 OM - 4 
5.MU.258 OM - 5 
(816.284) OM - 8 

3.825.207 OM - 7 
5.MB.lM OM - 8 
6.413.789 OM - 9 

448.589 OM- 10 
(55.425) OM- 11 
(60.oe3) OM- 12 
(200.000) OM- 13 

71.788 OM- 14 
788.403 OM-15 

2,078,488 OM - 18 
(2.318.Tll) OM- 17 
3.187.121 OM- 18 

(388.283) OM- 19 

(84.52B) OM-20 
24785 OM-21 

2.a37.1w W -22 

1 288,413,573 $ 41.651.314 1 34l.W.887 f 54,345 S 341.118292 

Tola Fwl an6 Punhased Pmuw 

Pmdudin Expenses (Contrado4 
Variatie Pmdudkn EX- 
P d n  
FAS No. i W  Ofher Po= ReUremenl BenemS 
Wage lnaeases 
lncwaive & m W i  
WoMorce Aping 
SIafiing Vacandes 
Stasng Addhiom 
safety Pqram 
EEI Lobbying Expemes 
G W l l  AdveNsrg 
Unmlleditie Acmunts 
U.S. Pmlao.9 Icuease 
Gas L Diesel 
Trea Tn'mminp Expense 
NiSwrce C o r n  AlbxaUons INCSF) 
NlPSCO Common~lloca~ons 
Advwtisiw 
S d r n e j  Paymen(s 
Irdy OK= Rerd 
Pmpertylnwranoe 

Total OpraUom an6 MainteMnce 

De~reclsUon EnwnaQ 
Deprebation Expense (Common Wocfiion) 
Dwwc+atlon Expense New ibis 

S 176244,880 S 188.055.642 S f 186.055.842 
227.322 DA- 1 

8.583.880 DA-2 

TOW Depmchllon Expanse 

' Opwtlng Revenue at Proposed Rates (Line 2, Column H) excludes UUllty Recelpts Tax on fuel and purchased power. 



t'owwd. EXNb(l Na. LEU-2 
NommlndlvvPublkSwviaCmrpay 

Ouu No.uns 
R p . P d 4  

tine 
NO. - 

F'm F m a  Pm Fonna 
AdWenLr  AdlumnenW Pro FMma ReU(r 

IIICTB~S~S m Forma RW 1- BpeQon 
oesCription Adud 

A B 
Pmpsed Raes 

H 

A m O l t m  
AmoNracDn Expeme (Rep M )  - MIS0 
Amodrabn Ex- (Reg M )  - W e  Care 
~ m o ~ w ,  Expeme (Rep Asses) - me Air 
~ m o ~ r w b n   EX^ - C o w e r  So~ware 

- 1 g0.825.816 
ReA EsakPersoMI ProPrty Tax - Common Allocation 
Federal Ex& Tax - Common A#caibn 
StateSaerTax-lnaeaaehMn8%to7% 
P m T a x  Elm - NonVtilily 
Pa@ Tax 
Indiana WinY Re@* Tax 
Public UUlity Fee 

T&l Taxes O m  Than I m  

Fed& and %e Taxes 

Tolal Taxes 

TDW OPerarinQ Expenses 

Reqvlmd Net OpenUnp Incorns 

(1.M.127) OTX-1 
(12.431) O m -  2 
88.808 o n - 3  

(18.672) OTX - 4 

1257.455 OTX-5 
(e.re7.m) OTX - a 

211218 O n - 7  

Operating Revenue at Proposed Rates (Line 2, Column H) excludes UUllty Recelpts Tax on fuel and punhased power. 



PatiUoner's Exhibit No. L!34-2 
Northern lndlana Public Sewlce Company 

Cause No. 43526 
Page 3 of 4 

Line 

No. - 

Northern Indiana Public Service Company 
Calculation of Proposed Revenue Increase 

Based on Pro Forma Operating Results 
Original Cost Rate Base Estimated at December 31,2007 

Description 

Net Original Cost Rate Base 

Rate of Return 

Required Net Operating lncome 

Pro Forrna Net Operating lncome 

Increase in Net Operating Income (NO1 Shortfall) 

Effective Incremental RevenuelNOl Converslon Factor 

lncrease in Revenue Requirement (Based on Net Original Cost Rate Base) (Line 5 1 Line 6) 

Revenue 

Deficiency 

One 1.000000 
Less: Publlc Utility Fee 0.001204 
Less: Bad Debt 0.002266 
One Less PUF, IURT, Bad Debt 0.996530 
One 1 .OOOOOO 
Less: Public Utility Fee 0.014000 
Taxable Adjusted Gross Income Tax 0.996530 
Adjusted Gross Income Tax Rate 0.085000 
Adjusted Gross Income Tax 0.084705 
Indiana Apportionment 0.996530 
Indiana State Income Tax Rate 0.085000 
Effective Indiana Income Tax Rate 0.084705 
tine 12 less line 18 less llne 21 less line 22 0.897825 
One 1.000000 
Less: Federal Income Tax Rate 0.350000 
One Less Federal Income Tax Rate 0.650000 
Effective Incremental Revenue / NO1 Conversion Factor 58.36% 



PetStionefs Exhibit No. LEM-2 
Northern Indiana PuMlc Service Company 

Cause No. 43526 
Page 4 of 4 

Northern lndlana Public Service Company 
Requested Revenue Increase Reconciliation 

For the Twelve Month Period Ended December 31,2007 

Line 

No. - Description 

A 

I Base Revenue (less cost of fuel) 
2 Add: ECRM 
3 Add: EERM 

4 Adjusted Base Revenue (less cost of fuel) 

5 Riders 1 Trackers 1 CrediC 
6 ECRM 
7 EERM 

9 Total RlderslTrackers 
10 Total Margin 

11 Net Increasel(Decrease) In Base Rate Revenue 

12 Total Margin 

Margln at 

Present Rates 
B 

Adjustment to 

Base Rates 
C 

Margln at 

Proposed Rates 
D 

13 Net Customer Bill Impacts, Net Increase (Decrease) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 1 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year revenue to reflect revenue levels under 
normal weather conditions. 

Line 
No. Description Amount 

A 6 

1 Decrease in Pro Forma Test Year Revenue 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 2 

Northern Indiana Public Service Company 
Pro Forrna Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year revenue to reflect Economic Development 
Rider rates charged to customers in economic development contracts. 

Line 

No. Description Amount 

A B 

1 Increase in Pro Forma Test Year Revenue 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 3 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year revenue to reflect the expiration of tariff 
rates in special contracts for certain large industrial customers. 

Line 

No. Description Amount 

A B 

1 Increase in Pro Forma Test Year Revenue 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 4 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year revenue to reflect the reversal of a 
reserve amount recorded for a dispute related to purchased power per settlement FAC 71. 

Line 

No. Description Amount 
A B 

I Increase in Pro Forma Test Year Revenue 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment R W  - 5 

Northern Indiana Public Sewice Company 
Pro Forrna Adjustment to Operating Revenue 

Twelve Months Ended December 31.2007 

This pro forrna adjustment decreased 2007 test year revenue to reflect the amount related to 
the reversal of a resenre recorded for a dispute regarding financial transactions. 

Line 

No. Description Amount 
A B 

1 Decrease in Pro Forma Test Year Revenue $ (2,203,737) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 6 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year revenue to reflect Rate 825 Metal Melting. 

Line 

No. Description Amount 
A B 

I Decrease in Pro Forma Test Year Revenue 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 7 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year revenue to eliminate an unbilled 
adjustment booked in 2007 related to prior years. 

Line 

No. Description Amount 
A B 

1 Retail Rates $ 75,925,561 

2 Other Revenue (Unbilled Deferred) 

3 Increase in Pro Forma Test Year Revenue 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 8 

Northern Indiana Public Service Company 
Pro Fonna Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year revenue to remove off-system sales 
revenue recorded in 2007. 

Line 

No. Description Amount 
A B 

I Decrease in Pro Forma Test Year Revenue $ (50,40,058) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 9 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31,2007 

This pro fonna adjustment decreased 2007 test year revenue to remove the sales of emission 
allowances in 2007. 

Line 

No. Description Amount 
A 6 

1 Decrease in Pro Forma Test Year Revenue $ (1 1,790.599) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment REV - 10 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operating Revenue 

Twelve Months Ended December 31.2007 

This pro forma adjustment decreased 2007 test year revenue to remove revenues related to 
MIS0 transmission rate schedules 7 and 8. 

Line 

No. Description Amount 
A B 

1 Per FERC Form I ( ~ a a e  331) 

2 MIS0 SCH 7 
3 MIS0 SCH 7 
4 MISO SCH 8 

5 Decrease in Pro Forma Test Year Revenue $ (4,726,034) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment FP - 1 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Fuel and Purchased Power 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year fuel by the amount related to the pro 
forma revenue adjustment for normal weather. 

Line 

No. Description Amount 
A B 

1 2007 Weather Normalization KWH $ (1 63,302,530) 

2 Base Cost of Fuel 

3 Decrease in Pro Forma Test Year Fuel 



Petitioner's Exhibit No. LEM -3 
Cause No. 43526 

Adjustment FP - 2 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Fuel and Purchased Power 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year fuel related to the pro forma revenue 
adjustment for Rate 825 Metal MeRing. 

Line 

No. Description Amount 
A B 

I Decrease in  Pro Forma Test Year Fuel 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment FP - 3 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Fuel and Purchased Power 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year 0&M expense to correct for fuel 
handling expenses improperly charged to the DH Mitchell Station. 

Line 

No. Description Amount 
A B 

1 Adjusted Fuel Handling Expense 

2 Period in Years 

3 Increase In Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment FP - 4 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Fuel and Purchased Power 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 fuel expense to  reflect increased costs for gas 
and diesel fuel. 

Line 

No. Description Amount 

A B 

1 Increase in Pro Forrna Test Year Fuel 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment FP - 5 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Fuel and Purchased Power 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year fuel related to 2007 off-system sales 
revenue. 

Line 

No. Description Amount 
A B 

1 Decrease in Pro Forma Test Year Fuel $ (21,285,492) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 1 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense to reflect increased 
production expenses for contract labor levels. 

Line 

No. Description Amount 
A B 

I Increase in Pro Forma Test Year OBM Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 2 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year 08M expense to adjust variable 
operating costs required to operate generating facilities. 

Line 

No. Description Amount 
A B 

1 Variable Operating Costs related to Redispatch 

2 2007 Variable Operating Costs 

3 Increase in Pro Forma Test Year O8M Expense 



Line 

No. 

Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 3 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year 08M expense to reflect pension costs. 

Description Amount 
A B 

Pension Expense (5-year average. 2004 - 2008) 

Electric Allocation Rate 

Electric Portion 

Capitalization Rate 

Electric Pension Expense Net of Capitalization 

2007 Pension Expense 

Electric Allocation 

Electric Portion 

Capitalized Rate 

2007 Electric Pension Expense Net of Capitalization 

Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 4 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year 0&M expense for increased costs 
related to post-retirement employee benefits. 

Line 

No. Description Amount 
A B 

1 2008 Post-Retirement Benefits 

2 Electric Allocation Rate 

3 Electric Portion 

4 Capitalization Rate 

5 2008 Post-Retirement Benefits, Net of Capitalization 

6 Less: 2007 Post-Retirement Benefits 

7 Electric Allocation Rate 

8 Electric Portion 

9 Capitalization Rate 

10 2007 Post-Retirement Benefits, Net of Capitalization 

11 Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 5 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 \ 

This pro forma adjustment increased 2007 test year OBM expense to adjust for employee 
wage increases. 

Line 

No. Description Amount 
A B 

I NlPSCO Wage Increase 

2 Non-Union 

3 Bargaining Unit 

4 Physical 

5 Clerical 

6 Total NIPSCO Wage Increases 

7 Electric Allocation Rate 

8 Electric Portion 

9 Capitalization Rate 

10 Capitalized Portion 

11 lncrease in Pro Forma Test Year 08M Expense 



Line 

No. 

Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 6 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year 08M expense to reflect ongoing levels 
of incentive compensation expenses. 

Description Amount 
A B 

2008 lncentive Accrual at Threshold 

Capitalization Rate 

Less: Capitalized Portion 

2008 lncentive Accrual at Threshold. Net of Capitalization 

Less: 2007 Expense 

2007 lncentive Accrual, Net of Capitalization 

O&M Adjustment Related to 2006 lncentive Expensed in 2007 

Total 2007 Expense 

Adjustment Required to lncentive Compensation 

Profit Sharing O&M Adjustment 

Total 

Electric Allocation Rate 

Decrease in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 7 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense to reflect increased costs 
related to retirement replacements for aging workforce. 

Line 
No. Description Amount 

A B 

I Aging Workforce (5Year Forecast) $ 19,626,036 

2 Number of Years 

3 Increase in Pro Forma Test Year 0&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 8 

Northern Indiana Public Sewice Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forrna adjustment increased 2007 test year O&M expense to reflect employee 
vacancies. 

Line 

No. Description Amount 
A B 

Gross 

Pay and lncentive 

Benefits 

Electric 

Electric Allocation Rate 

Pay and lncentive (Line 2 x Line 5) 

Benefits (Line 3 x Line 5) 

Capitalized Portion 

Capitalization Rate 

Capitalized Portion of Pay and lncentive (Line 6 x Line 9) 

Capitalized Portion of Benefits (Line 7 x Line 9) 

Allocated to Electric, Net of Capitalization 

O&M Net Electric- Pay & lncentive (Line 6 - Line 10) 

O&M Net Electric- Benefits (Line 7 - Line 1 I) 

Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 9 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense to reflect additional 
staffing costs due to organizational structure changes. 

Line 

No. Description Amount 
A B 

1 Pay and Incentive $ 5,012,218 

2 Benefits 

3 Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 10 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense related to new safety 
programs for the electric line safety initiative required by NESC standards. 

Line 

No. Description Amount 
A B 

1 Payroll & Incentive 
2 Purchases 
3 Benefits 

4 Total Safety Expenses 

5 Capitalization Rate 

6 Capitalized Portion 

7 Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 11 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year O&M expense to eliminate the Edison 
Electric Institute (EEI) dues related to lobbying. 

Line 

N o. Description Amount 
A B 

1 Adjustment to remove lobbying activities from 2007 invoice 

2 Adjustment for 2006 accrual reversal and 2007 payment 

3 Decrease in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 12 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreases 2007 test year O&M expense to eliminate general and 
goodwill advertising costs. 

Line 

No. Description Amount 
A B 

I 2007 General Advertising $ 59,692 

2 iQ Common Allocation Adjustment 

3 Decrease in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 13 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreases 2007 test year O&M expense to relect the ongoing 
level of bad debt expense per the Bailiy N l  Refund Order, Cause No. 37972. 

Line 

No. Description Amount 
A B 

1 Decrease in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 14 

Northern Indiana Public Senrice Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense to reflect the annualization 
of the U.S. postage increases for May 2007 and May 2008. 

Line 

No. Description Amount 
A B 

1 Increase for annualization of May 14,2007 Postage increase $ 64,319 

2 Increase for annualization of May 12.2008 Postage increase 

3 Total Increased Postage Costs 

4 Common Allocation Customer Ratio 

5 lncrease in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 15 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31.2007 

This pro forma adjustment increased 2007 0&M expense to reflect increased costs for gas 
and diesel fuel. 

Line 

No. Description Amount 
A B 

1 Increase In Pro Forma Test Year O&M Expense $ 799,403 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 16 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M Expense to reflect higher 
vegetation management and tree trimming expenses. 

Line 

No. Description Amount 
A B 

1 Vegetation Management and Tree Trimming Expenses (2008 - 2012 Estimate) 

2 Number of Years 

3 Average Annual Expense 

4 2007 Actuals 

5 Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 17 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year 0&M expense to adjust for NiSource 
corporate services fees. 

Line 

No. Description Amount 
A B 

1 Decrease in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 18 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense to annualize a change 
resulting from an improvement in NIPSCO allocation methodology. 

Line 

No. - Description Amount 
A B 

I Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 19 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forrna adjustment decreased 2007 test year 0&M expense for non-recoverable 
advertising costs. 

Line 

No. Description Amount 
A 6 

1 Allowable Advertising 

2 2007 Actual Advertising Allocated to Electric 

3 Decrease in  Pro Forma Test Year O&M Expense $ (366,293) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 20 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year OBM expense to reflect certain non- 
recoverable charges. 

Line 

N o. Description Amount 
A B 

1 Decrease in Pro Forma Test Year OBM Expense $ (84,528) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 21 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year 08M expense to reflect office leasing 
fees for the new Indianapolis office. 

Line 

No. Description 
A 

1 Annual Rent Per lease 
2 Less: Lobbying Portion (12 x 12 office) 

3 Net Annual Rent Per Lease 

4 Common Allocation Customer Ratio 

5 Increase in Pro Forma Test Year 08M Expense 

Amount 
6 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OM - 22 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Operation and Maintenance Expense 

Twelve Months Ended December 31,2007 

This pro f o n a  adjustment increased 2007 test year 08M expense to reflect higher property 
insurance costs due to increased insurance premiums effective July 2008. 

Line 

No. Description Amount 
A B 

1 NIPSCO Property Insurance 2008 12009 $ 7,204,113 

2 NIPSCO Property Insurance 2007 $ 5,136.924 

3 Increase in Pro F o n a  Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment DA - 1 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Depreciation and Amortization Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
to reflect the change in common allocation methodology. 

Line 

No. Description Amount 
A B 

I Increase In Pro Forma Test Year Depreciation and Amortization Expense $ 227.322 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment DA - 2 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Depreciation and Amortization Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
to reflect the expense amount calculated using new depreciation rates per the depreciation 
study. 

Line 

No. Description Amount 
A B 

I 2007 Actual Depreciation Expense 

2 D&A Study Depreciation Expense 

3 Increase in Pro Forma Test Year Depreciation and Amortization Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment DA - 3 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Depreciation and Amortization Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
to account for the amortization of deferred MIS0 charges through December 31,2008 over a 
three year period. 

Line 

No. Description Amount 
A B 

1 Deferred MIS0 Charges @ 12/31/2007 

2 Estimated Deferred MIS0 Charges 11112008 thru 12/31/2008 

3 Total Estimated Deferred MIS0 Charges 

4 Amortization Period in Years 

5 Increase in Pro Forma Test Year Depreciation and Amortization Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment DA - 4 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Depreciation and Amortization Expense 

Twelve Months Ended December, 31 2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
for rate case costs amortized over a three year period. 

Line 

No. Description Amount 
A B 

I Estimated Rate Case Expenses $ 5,937,859 

2 Amortization Period in Years 

3 Increase in Pro Forma Test Year Depreciation and Amortization Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment DA - 5 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Depreciation and Amortization Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year depreciation and amortization expense 
to eliminate the amortization costs of deferred pure air charges (Bailly Generating Station 
Scrubber). These charges will be fully amortized in 2008. 

Line 

No. Description Amount 
A B 

1 Decrease in Pro Forma Test Year Depreciation and Amortization Expense 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment DA - 6 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Depreciation and Amortization Expense 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
related to computer software costs allocated to common in the 1st quarter of 2007. 

Line 

No. Description Amount 
A B 

1 Increase in Pro Forma Test Year Depreciation and Amoritization Expense $ 40,657 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - I 

Nothern Indiana Public Service Company 
Pro Forrna Adjustment to Taxes Other Than Income 

Twelve Months Ended December 31.2007 

This pro forrna adjustment decreased 2007 test year taxes other than income for electric 
property tax decreases due to changes in the common allocation methodology. 

Line 

No. Description Amount 

A B 

1 2008 Electric Property Taxes 

2 2007 Electric Property Taxes 

3 Decrease in Pro Forma Test Year Taxes Other Than Income 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 2 

Northern Indiana Public Service Company 
Pro Forma Adjustment to  Taxes Other Than Income 

Twelve Months Ended December 31.2007 

This pro forma adjustment decreased 2007 test year taxes other than income for the Federal 
Excise Tax allocated to common in the 1st quarter of 2007. 

Line 

No. Description Amount 
A B 

1 Decrease in Pro F o n a  Test Year Taxes Other Than Income 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 3  

Northern Indiana Public Service Company 
Pro Forma Adjustment to Taxes Other Than Income 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year taxes other than income to adjust for the 
increase in the state sales tax rate from six percent to seven percent. 

Line No. Description Amount 
A B 

1 Sales Tax charged to Electric O&M 

2 2007 Sales Tax Rate 

3 Taxable Purchases 

4 New Sales Tax Rate 

5 Adjustable Taxable Purchases 

6 Increase in  Pro Forma Test Year Taxes Other Than Income (Line 5 -Line 1) 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 4 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Taxes Other Than Income 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year taxes other than income to remove non- 
utility property taxes that were misclassified. 

Line 

No. Description Amount 

1 Decrease in Pro Forma Test Year Taxes Other Than Income 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 5 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Taxes Other Than lncome 

Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year taxes other than income to adjust for 
payroll, incentive, social security and hospital insurance adjustments. 

Line 

No. Description Amount 
A B 

I Increase in Pro Forma Test Year Taxes Other Than Income 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 6 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Taxes Other Than Income 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year taxes other than income for the 
utility receipts tax related to the pro forma revenue adjustments. 

Line 

No. Amount 
B 

Description 
A 

2007 Pro Forma Revenue 

Add: 
Costruction Advances and Contribution in Aid 

Less: 
Interdepartmental Electric Sales Revenue 
Bad Debts - Electric 
Rent from Electric Property 
Other Electric Revenues 
Sales for Resale 
Exempt Sales 

Taxable Amount 

Utility Receipts Tax Rate 

Electric Utility Receipts Tax 

Less: 
Actual 2007 Utility Receipts Tax Expense 

Utility Receipts Tax on Pro Forma Revenue 

Less: 
Utility Receipts Tax on Trackable Fuel and Purchased Power (Adjustment OTX-6A) 

Decrease in Pro Forma Test Year Taxes Other Than Income 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 6A 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Taxes Other Than Income 

Twelve Months Ended December 31,2007 

This is the Utility Receipts Tax embedded in test year operating revenue related to fuel 
and purchased power. 

Line 

No. - Description Amount 
A B 

I Fuel and Purchased Power $ 524,316,389 

2 Less: 
3 Non-Trackable Fuel Costs (Fuel Handling Expenses) 

4 Trackable Fuel and Purchased Power 

5 Utility Receipts Tax Rate 

6 Electric Utility Receipts Tax on Trackable Fuel and Purchased Power 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment OTX - 7 

Northern Indiana Public Service Company 
Pro Fonna Adjustment to Taxes Other Than Income 

Twelve Months Ended December 31.2007 

This pro forma adjustment increased 2007 test year taxes other than income for the public 
utility fee related to the 2007 pro forrna revenue at present rates. 

Line 

Description 
A 

2007 Electric Revenues 

Less: 
Sales for Resale 
Interdepartmental Electric Sales Revenue 
Forfeited Discounts 
Miscellaneous Service Revenues 
Rent from Electric Property 
Other Electric Revenues 
Bad Debt - Electric 

Taxable Amount 

Public Utility Fee Rate 

Public Utility Fee 

Less: Actual 2007 Public Utility Fee Expense 

Increase in Pro Forma Test Year Taxes Other Than Income 

Amount 
B 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment ITX - 1 

Northern Indiana Public Service Company 
Pro Forma Adjustment to Income Taxes 

Twelve Months Ended December 31,2007 

This pro forma adjustment decreased 2007 test year income taxes to adjust for the pro 
forma level of pre-tax income utilization of the interest synchronization method. 

Line 

No. Description Amount 
A B 

I Decrease in Pro Forma Test Year income Taxes 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment PF - 1 

Northern Indiana Public Service Company 
Pro Forma Adjustment Based on Proposed Rates 

Twelve Months Ended December 31,2007 

This proposed rates adjustment increased the 2007 test year revenue requirement based on 
an 8.34% rate of return on a net original cost rate base of $2,341,480.136. 

Line 

No. Description Amount 
A B 

I Actual Net Operating Income 

2 Required Net Operating Income 

3 Surplus (Deficit) 

4 Tax Gross-Up Rate 

5 Increase in Pro Forma Test Year Revenue Requirement Based on Proposed Rates 



Petitioner's Exhibit No. LEY - 3 
Cause No. 43526 

Adjustment PF - 2 

Northern Indiana Public Service Company 
Pro Forma Adjustment Based on Proposed Rates 

Twelve Months Ended December 31,2007 

This proposed rates adjustment increased 2007 test year O&M expense to reflect the level of 
uncollectible accounts based on the proposed revenue requirement increase. 

Line 

No. Description Amount 
A B 

1 Gross Margin Deficiency 

2 Uncollectible Accounts Rate 

3 Increase in Pro Forma Test Year 0 8 M  Expense Based on Proposed Rates $ 54.345 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment PF - 3 

Northern lndiana Public Service Company 
Pro Forma Adjustment Based on Proposed Rates 

Twelve Months Ended December 31,2007 

This proposed rates adjustment increased the 2007 test year taxes other than income to 
reflect the lndiana utility receipts tax associated with the proposed revenue requirement 
increase. 

Line 

No. Description Amount 
A B 

Gross Margin Deficiency 

2 IURT Rate 

3 Increase in Pro Forma Test Year Taxes Other Than Income Based on Proposed Rates 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment PF - 4 

Northern Indiana Public Sewice Company 
Pro Forma Adjustment Based on Proposed Rates 

Twelve Months Ended December 31,2007 

This proposed rates adjustment increased the 2007 test year taxes other than income to 
reflect the public utility fees associated with the proposed revenue requirement increase. 

Line 

No. Description Amount 
A B 

1 Gross Margin Deficiency $ 23,983,452 

2 Public Utility Fee Rate 0.1204% 

3 Increase in Pro Forma Test Year Taxes Other Than Income Based on Proposed Rates 8 28.876 



Petitioner's Exhibit No. LEM - 3 
Cause No. 43526 

Adjustment PF - 5 

Northern Indiana Public Service Company 
Pro Forma Adjustment Based on Proposed Rates 

Twelve Months Ended December 31.2007 

This proposed rates adjustment increased the 2007 test year income taxes to reflect the 
federal and state income taxes applied to the proposed revenue requirement increase. 

Line 

No. Description Amount 
A B 

I Gross Margin Deficiency $ 23,983,452 

2 Effective Federal Tax Rate 

3 Effective State Tax Rate 

4 Increase in Pro Forma Test Year Income Taxes Based on Proposed Rates $ 9,568,050 



Petitioner's Exhlblt No. LEM-4 
Northern Indiana Publlc Servlce Company 

Cause No. 43526 
Page 1 of 2 

Rate Base 
Actual, Jurisdictlonal, AS Updated 

Twelve Months Ended December 31,2007 

Line 
No. - Descrlptlon Actual Updates Total 

A B C D 

RATE BASE 
Utility Plant 
Common Allocated 
Less Disallowed Plant: Unit 17 

Total Utility Plant 

Accumulated Depreciation and Amortization 
Common Allocated 
Less Disallowed Plant: Unit 17 
Total Accumulated Depreciation and Amortization 

Net Utility Plant 

Pure Air Deferred Charges 
Unit 17 Depreciation 
Unit 18 Depreciation 
Unit 18 Carrying Charges 

Prepaid Pension Asset 
Materials & Supplies 
Production Fuel 

Total Rate Base 

REQUIRED NET OPERATING INCOME 
Total Rate Base 
Rate of Return 
Required Net Operating Income 



Petitlonet's Exhlbit No. LEM 4 
Northem Indiana Publk Sewlce Company 

Cause No. 43526 
Page 2 of 2 

Summary of Rate Base Updates 
December 31,2007 AS Updated 

DescrlpUon Exhibit 
NO. 

A B 

DH Mitchell Plant Retirement 
Mitchell Units 4.5.6.11, and 9A- Plant-inService (indudes Phase 182) RE - 1 
Mitchell Units 4.5.6.11 and 9A - Ammulaled Depredatim RE-2 

Michigan CKy 283 Plant ReUrement 
MC Untts 2 8 3 - Plantin-Service llndudes Phase 182) 
MC Units 2 & 3 -Accumulated ~&edation 

Seven Factor Test 
Gross Plant 
Accumulated Depreciatim and Amwtization 

All Other Transfers I Corrections 

Electric 
Gross Want 
Accumulated Depreciation 

Common 
Gmss Plant 
Aaumulated Depreciation 

Total Rate Base Updates 

Net Increase l (Decrease) 



PeUtloner's Exhiblt No. LEMS 
Nosthem Indiana Publk Service Company 

Cause No. 43528 
Page 1 of 3 

Capital Structure 

December 31,2007 As Adjusted 

Line Total Company Percent of 

NO. - Description Capitalization Total 

A B C 

1 CommonEquity 

2 Long-Term Debt 

3 Customer Deposits 

4 Deferred Income Taxes 

5 Post-Retirement Liability 

8 Post-1970 ITC 

7 Totals 

Cost of Investor Supplied Capital 

Total Company Percent of 
Description CapitalizaUon Total 

A B C 

8 CommonEquity 

9 Long-Tenn DeM 

10 Totals 

cost 

D 

Cost 

D 

Weighted 
Average Cost 

E 

Weighted 

Average Cost 

E 



Line 

No. - Description 

A 

Common Equity 
Long-Term Debt 
Customer Deposits 
Defened income Taxes 
Retirement Liability 
Post-1970 ITC 
Totals 

Petitioner's Exhibit No. LEM.5 
Northern Indiana Public Sewice Company 

Cause No. 43526 
Page 2 of 3 

Capital Structure 
December 31,2007 As Adjusted 

2007 Actuals Deblt Credit Ref. Pro Forrna Balance 
B C D E F 

Percent of Total 
G 

Cost 
H 

Weighted 
Average Cost 

I 



Petitioner's Exhibit No. LEMJ 
Northern Indiana Public Sewlce Company 

Cause No. 43528 
Page 3 of 3 

Cost of Long-Term Debt 
December 31,2007 As Adjusted 

Llne 

NO. - Interest 
Principal Amount Requirement Cost Rate 

E F G 
Rate Description Date of Issuance Date of Maturity 

A 6 C D 

Pollution Control (1) 
Series 1988 Notes Series A 
Series 1988 Notes Series B 
Series 1988 Notes Series C 
Series 1994 A Notes 
Series 1994 B Notes 
Series 1994 C Notes 
Series 2003 C Notes 

lntercompany Long-Term Debt 
lntercompany LT Note 5.42% 
lntercompany LT Note 5.21% 
Intercompany LT Note 5.985% 

Medlum-Term Notes 
Various Maturities 

Long-Term Debt 
LT Note 6.09% - Refinancing 
LT Note 6.525%- Refinancing 

November 3,1988 
November 3,1988 
November 3,1988 
AuguSt 25.1994 
August 25.1994 
August 25.1994 
December 1,2003 

November 1.2016 
November 1,2016 
November I, 2016 
August 1,2010 
June 1.2013 
April 1.2019 
July 1, 2017 

June 28,2005 
June 28.2005 
September 18.2005 

June 26,2020 
June 27.2015 
September 18.2025 

June 6.2008 June 6.2018 
June 6.2008 June 6.2023 

Total Long-Term Debt Per Balance Sheet 

Related Accounts: 
Unamortized Debt Discount and Expense (2) 
Unamortized Call Premiums on Early Redemption of Long Term Debt 
Amortization of Debt Discount and Expense (3) 
Arnorltzation of Call Premiums on Early Redemption of Long Term Debt 

Total Long-Term Debt Used to Calculate Weighted Cost 

(1) Projected rates from pending reoffering of Pollution Control Notes 

(2) increased the Unamortized Debt Discount and Expense by $850,000 for reoffering of Pollution Control Notes 

(3) Increased Amortization of Debt Discount and Expense by $119.076 for reoRsring of Pollution Control Notes 



Petitloner's Exhibit No. LEY - 8 
Northern Indiana Public Servfecr Company 

Cause No. 43526 
Page I of 2 

Northern Indiana Public Servlce Company 
Sugar Creek 

Statement of Operating lncome 
Pro Fonna Results Based on Proposed Rates 

Pm Forma Results 
Based on 

Proposed Rates 

C 

Line 
No. Description 

A 

Ref 

B 

Gross Margin SCPF - 1 

Owrations and Maintenance Exwnsg 
Variable Produdion Expenses 
Other Operation 8 Maintenance Expenses 

Uncdlecb'ble Acmunts (based on Pmposed Rates) 

SCOM - 1 
SCOM - 2 

SCOM - 3 

Total Operations and M a i n t e ~ ~  Expense 

Depreciation Exwnse 

Depreciation Expense SCDA - 1 

Total DepreciaUon Expense 

Amortlzatlon Exwnse 

Sugar Creek - Deferred Depreciation 
Sugar Creek - Deferred Carrying Charges 

SCDA - 2 

SCDA - 3 

Total AmorUzatlon Expense 

Taxes Other than Income 
Real EstatePersonaI Property Tax 

Public Utility Fee (based on Proposed Rates) 
Indiana Utility Receipts Tax (based on Proposed Rates) 

SCOTX- 1 S 1,132,243 
SCOTX-2 $ 97.191 
SCOTX-3 $ 1.130.131 

Total Taxes Other Than lncome 

lncome Taxes 

Federal and State Taxes (based on Proposed Rates) SCITX- 1 $ 15.711.692 

Total Taxes 

Total Operating Expenses 

Required Net Operating Income 



Line 

No. - 

Petitioner's Exhibit No. LEM-6 
Northern lndiana Public Service Company 

Cause No. 43526 
Page 2 of 2 

Northern lndiana Public Service Company 
Sugar Creek 

Calculation of Proposed Revenue lncrease 
Based on Pro Forma Operating Results 

Description 

A 

Net Original Cost Rate Base 

Rate of Return 

Required Net Operating lncome 

Increase in Revene Requirement (Based on Net Original Cost Rate Base) 

Pro Forma Operating Expenses Based on Proposed Rates 

Income Before lncome Taxes 

Federal and State Taxes Based on Proposed Rates and Expenses 

Required Net Operating Income 

Revenue 

Deficiency 
B 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCPF - I 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment Based on Proposed Rates 
Twelve Months Ended December 31,2007 

This proposed rates adjustment increased the 2007 test year revenue requirement based on 
an 8.43% rate of return on a net original cost rate base of $363,223,758. 

Line 

No. Description Amount 
A B 

I Required Net Operating Income 

2 Actual Net Operating Income 

3 Surplus (Deficit) 

4 Tax Gross-Up Rate 

5 Increase in Pro Forma Test Year Revenue Requirement Based on Proposed Rates 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCOM - 1 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment to Operation and Maintenance Expense 
Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year O&M expense to adjust for Sugar 
Creek variable operating costs. 

Line 

No. Description Amount 
A B 

I Maintenance Parts & Service 

2 Long-Term Service Agreement 

3 Chemicals 

4 Increase in Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCOM - 2 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment to Operation and Maintenance Expense 
Twelve Months Ended December 31,2001 

This pro forma adjustment increased 2007 test year O&M expense to adjust for other Sugar 
Creek operating and maintenance costs. 

Line 

No. Description Amount 
A B 

I Increase in. Pro Forma Test Year O&M Expense 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCOM - 3 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment Based on Proposed Rates 
Twelve Months Ended December 31,2007 

This proposed rates adjustment increased 2007 test year 08M expense to reflect the level of 
uncoliectible accounts based on the proposed revenue requirement increase. 

Line 

No. Description Amount 
A B 

I Gross Margin Deficiency 

2 Uncollectibie Accounts Rate 

3 Increase in Pro Forma Test Year 08M Expense Based on Proposed Rates 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCDA - 1 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Fonna Adjustment to Depreciation and Amortization Expense 
Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation expense to reflect the 
expense amount for Sugar Creek calculated using new depreciation rates per the 
depreciation study. 

Line 

No. Description Amount 
A B 

1 Increase in Pro Forma Test Year Depreciation and Amortization Expense $ 11,236,857 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCDA - 2 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment to Depreciation and Amortization Expense 
Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
to amortize costs of deferred depreciation on Sugar Creek per Cause No. 43396. 

Line 

No. Description Amount 
A B 

1 Annual Depreciation 

2 Annual Reduction (FAC71 -Sl ) 

3 Annual Depreciation Deferred 

4 Years (June 1,2008 through May 31,2010) 

5 Total Depreciation Deferred 

6 Amortization Period in Years Per Cause No. 43396 

7 Increase in Pro Forma Test Year Depreciation and Amortization Expense $ 2,694,743 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCDA - 3 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment to Depreciation Expense 
Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year depreciation and amortization expense 
to amortize the costs of deferred carrying charges on Sugar Creek per Cause No. 43396. 

Line 

No. Description Amount 
A B 

1 Sugar Creek Plant Cost 

2 Annual Interest Rate 

3 Annual Deferred Carrying Charges 

4 Years (June 1,2008 through May 31,2010) 

5 Deferred Canying Charges for Sugar Creek 

6 Amortization Period in Years Per Cause No. 43396 

7 Increase in Pro Forma Test Year Depreciation and Amortization Expense 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCOTX - 1 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Fonna Adjustment to Taxes Other Than Income 
Twelve Months Ended December 31,2007 

This pro forma adjustment increased 2007 test year taxes other than income to adjust for 
electric property taxes for Sugar Creek for June 2010 through May 201 1. 

Line 

No. Description Amount 

A B 

I Sugar Creek Property Taxes: June 2010 - December 2010 

2 Sugar Creek Property Taxes: January 201 1 - May 201 1 

3 increase Pro Forrna Test Year Taxes Other Than Income 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SCOTX - 2 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment Based on Proposed Rates 
Twelve Months Ended December 31.2007 

This proposed rates adjustment increased the 2007 test year taxes other than income to 
reflect the public utility fees associated with the proposed revenue requirement increase. 

Line 

NO. Description Amount 
A B 

1 Gross Margin Deficiency 

2 Public Utility Fee Rate 

3 Increase in Pro Forma Test Year Taxes Other Than Income Based on Proposed Rates 



Petitioner's Exhibit No. LEY - 7 
Cause No. 43526 

Adjustment SCOTX - 3 

Northern lndiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment Based on Proposed Rates 
Twelve Months Ended December 31,2007 

This proposed rates adjustment increased the 2007 test year taxes other than income to 
reflect the lndiana utility receipts tax associated with the proposed revenue requirement 
increase. 

Line 

No. Description Amount 
A B 

1 Gross Margin Deficiency 

2 IURT Rate 

3 Increase in Pro Forma Test Year Taxes Other Than Income Based on Proposed Rates 



Petitioner's Exhibit No. LEM - 7 
Cause No. 43526 

Adjustment SClTX - 1 

Northern Indiana Public Service Company 
Sugar Creek 

Pro Forma Adjustment Based on Proposed Rates 
Twelve Months Ended December 31,2007 

This proposed rates adjustment increased the 2007 test year income taxes to reflect the 
federal and state income taxes applied to the proposed revenue requirement increase. 

Line 

No. Description Amount 
A B 

I Increase in Pro Forma Test Year Income Taxes Based on Proposed Rates $ 15.711.692 



Rate Base 
Sugar Creek 

Actual, Jurisdlctlonal, As Updated 
Twelve Months Ended December 31,2007 

Petitioner's Exhibit No. LEMS 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 1 of 2 

Llne 

No. - Description Actual Updates Total 
A B C D 

I RATE BASE 
2 Utility Plant $ - $ 326,064,833 $ 326,064,833 

3 Accumulated Depreciation and Amortization (22,473,714) (22,473,714) 

4 Net Utility Plant 305,591,119 305.591 .I 19 

5 Materials & Supplies 1,510,497 1,510,497 

6 Unamortized Deferred Depreciation 
7 Unamortized Deferred Canying Charges 

8 Total Rate Base $ - $ 363.223.758 $ 363.223.758 

9 REQUIRED NET OPERATING INCOME 
10 Total Rate Base 
11 Rate of Return 
12 Required Net Operating Income 



PeUtionets Exhibit No. LEU4 
Northern Indiana Public Sewice Company 

Cause No. 43526 
Page 2 of 2 

Summary of Rate Base Updates 
Sugar Creek 

December 31.2007 As Updated 

Line 
Description ExhlbIt 

No - NO. 
Debit Credit 

A B C D 

1 Rate Base U~dates 

2 SugarCreek 
3 Sugar Creelc Gmss Plant 
4 Sugar Creek M&S inventoly 
5 Accvmuled Depreciation ReSe~e 

6 All Other 
7 Unamortized Deferred Depreciation 
8 Unamortized Deferred Carrying Charges 

9 Total Rate Base Updates 

10 Net increase I (Decrease) 

SCRB -1 $ 328.064.833 $ 

SCRB-2 $ 1,510.497 $ 
SCRB - 3  $ - $ 22,473,714 

SCRB-4 $ 13.473.714 $ 
SCRB - 5  $ 42.648.428 $ 



Line 

No. - Description 

A 

2 Long-Term Debt 

3 Customer Deposits 

4 Deferred Income Taxes 

5 Post-Retirement Liability 

6 Post-1970 ITC 

7 Totals 

PeWmZs Exhibn No. LEM-9 
Northern Indiana Publk Senrice Company 

Cause No. 43526 
Page 1 of 3 

Capital Structure 

Sugar Creek 

Total Company Percent of 

Capitalization Total 

B C 
Cost 

D 

12.00% 

6.55% 

6.00% 

0.00% 

0.00% 

9.87% 

Weighted 

Aveage Cost 

E 

Cost of Investor Supplied Capital 

Total Company Percent of Welohted " ---  
Description Capitalization Total Cost Average Cost 

A B C D E 

6 Common Equity 

9 Long-Term Debt 

10 Totals 



Line 

No. - Description 

A 
Common Equity 
Long-Term Debt 
Customer Deposits 
Deferred Income Taxes 
Retirement Liability 
Post-1970 ITC 
Totals 

Step One Pro Forma 

Balance 

6 
$ 1,395,245,772 
$ 906.997.137 
$ 63,684.199 
6 294,780.249 
$ 112.678.496 
$ 30,350,460 
$ 2,803,738,313 

Debit 

C 
$ 
$ 
$ 
$ 
$ 

Petitioner's Exhlblt No. LEM-9 
Northern Indiana Public Sewice Company 

Cause No. 43526 
Page 2 of 3 

Capltal Structure 
Sugar Creek 

Credit 

D 
$ 140,000,000 
$ 120.000.000 
$ 
$ 
$ 
8 
t 280.000,000 

Step Two Pro Forma 
Ref. Balance 

E F 
SCCS - 1  $ 1.535,245.772 
SCCS - 2 $ 1,026.997.137 

$ 63,684,199 
$ 294,780,249 
$ 112,678,496 
$ 30,350,460 
$ 3,063,738,313 

Percent of Total 

G 
50.11% 
33.52% 
2.08% 
9.62% 
3.68% 

Cost 

H 
12.00% 
6.55% 
6.00% 
0.00% 
0.00% 
9.62% 

Welghted 
Average Cost 

I 
6.01% 
2.20% 
0.12% 
0.00% 
0.00% 
0.10% - 
8.43% - 



Petitioner's Exhibit No. LEM-9 
Northern Indhna Public Service Company 

Cause No. 43526 
Page 3 of 3 

Long-Term Debt 
Sugar Creek 

Llne 

No. - 
Interest 

Principal Amount Requlrement Cost Rate 
E F G 

Rate (A) Description 
A B 

Date of Issuance 
C 

Date of Maturity 
D 

PoliuUon Control 
5.75% Series 1988 Notes Series A 
5.75% Series 1988 Notes Series B 
5.75% Series 1988 Notes Series C 
4.75% Series 1994 A Notes 
5.25% Series 1994 B Notes 
6.00% Series 1994 C Notes 
5.875% Series 2003 C Notes 

November 3,1988 November 1,2016 
November 3,1988 November 1.2016 
November 3,1988 November 1,2016 
August 25,1994 August 1,2010 
August 25.1994 June 1.2013 
August 25.1994 April 1,2019 
December 1,2003 July 1.2017 

Intercompany Long-Term Debt 
5.42% lntercompany LT Note 5.42% 
5.21% lntercompany LT Note 5.21% 
5.99% lntercompany LT Note 5.985% 

June 28.2005 June 26,2020 
June 28,2005 June 27,2015 
September 18,2005 September 18.2025 

Medlum-Term Notes 
7.44% Various Maturities 

Long-Term Debt 
6.50% LT Note 6.50% - Sugar Creek Purchase 
6.09% LT Note 6.09% - Refinancing 
6.525% LT Note 6.525%- Refinancing 

Pending 
June 6.2008 
June 6.2008 

Pending 
June 6,2018 
June 6.2023 

Total Long-Term Debt Per Balance Sheet 

Related Accounts: 
Unamortized Debt Discount and Expense 
Unamortized Call Premiums on Early Redemption of Long Term Debt 
Amortization of Debt Discount and Expense 
Amorltzation of Call Premiums on Early Redemption of Long T e n  Debt 

Total Long-Term Debt Used to Calculate Weighted Cost 

(1) Pmjected rates from pending reoffering of Pollution Control Notes 

(2) Increased ths Unamortized Debt Discount and Expense by $850,000 for reoffiring of Pollution Contml Notes 

(3) Increased Amortization of Debt Dlscount and Expense by $119,076 for reoffiring of Pollution Contml Notes 
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Une 
& 

Line 
No. - 

Capacity Purchases ( Page 2 of 9 ) 

MIS0 Costs - Demand Alkxated ( Page 4 of 9 ) 

Total Reliability Adjustment Demand Allocated Charges (Credits ) 

Purchased Power Purchases ( Page 3 of 9 ) 

MISO Costs - Energy Albcated ( Page 4 of 9 ) 

Off System Sales Net Revenue ( Pge 5 of 9 ) 

Total Reliability Adjustment Energy Allocated Charges (Credits ) 

Demand Allocated Charges 
Production % of Total 

Energy Allocated Charges 
Forecasted Total 

Rate 
Code 

Allocation Total Demand 
Albcated Costs 

Col. c x Total Col. d 
(c) (d) 

34.91% $ 734.157 
2.52% 52.996 

13.54% 284.746 
0.96% 20.189 
0.72% 15.142 

19.67% 413.660 
22.37% 470,441 
4.67% 98,210 
0.10% 2.103 
0.05% 1.052 
0.04% 841 
0.07% 1,472 
0.04% 841 
0.02% 421 

KWH Sales 
for Quatter 

Percent of Energy 
Total Sales Allocated Costs 

Col. f x Total Col. q 

(9 (9) 

22.517% $ 5.633.866 
2.477% 619,725 

12.385% 3.098.626 
1.464% 366,201 
1.689% 422,540 

20.266% 5.070.480 
26.458% 6.619.793 
1 1.596% 2,901.441 
0.158% 39,437 
0.113% 28.169 
0.135% 33,803 
0.293% 73.240 
0.056% 14,085 
0.315% 78,874 

22 Interdepartmental 3,908,418 0.32% 6.730 
23 Total $ 1,211.806.151 lOO.OO% $ 2,103.000 

Reliabilty 
Adjustment 

Rate 
Col. (1) I (el 

(m) 

Rellabilty 
Adjustment 

Rate 
Modlfied for 

Total Total Total 
Capacity Energy Variance Costs 

Purchase Costs Purchase Costs 
Col . i+ i+k 

( i )  (i) (k) (1) 

Rate 
Code 

(h) 
URTRS B AGIT 

(n) 

24 511 
25 521 
26 523 
27 526 
28 527 
29 533 
30 534 
31 536 
32 541 
33 544 
34 545 
35 550 
36 555 
37 560 
38 Interdepartmental 
39 Total 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Determination of Capacity Costs to be included in Reliability Adjustment 
For the Estimated Months of 

January. February and March 20XX 
And the Billing Months of 

February, March and April 2OXX 

LINE MWH LINE 
NO. - SUPPLIER PURCHASED AMOUNT 

Capacity Purchases 

1 January 20XX 500 $ 700,000 1 

2 February 20XX 500 700,000 2 

3 March 20XX 500 700,000 3 

4 TOTAL to be included in Reliability Adjustment 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Determination of Purchased Power Costs to be included in Reliability Adjustment 
For the Estimated Months of 

January, February and March 20XX 
And the Billing Months of 

February, March and April 20XX 

LINE MWH LINE 
NO. - SUPPLIER PURCHASED AMOUNT - NO. 

Energy Purchases 

1 January 2OXX 
2 Purchases through MIS0 
3 Purchased Power other than MIS0 
4 TOTAL 

February 20XX 
Purchases through MIS0 
Purchased Power other than MISO 
TOTAL 

March 20XX 
Purchases through MIS0 
Purchased Power other than MIS0 
TOTAL 

13 TOTAL to be included in Reliability Adjustment 450,000 $ 24,750.000 13 
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NORTHERN INDlANA PUBLIC SERVICE COMPANY 

Determination of MIS0 to be included in Reliability Adjustment 
For the Estimated Months of 

January, February and March 20XX 
And the Billing Months of 

February, March and April 2OXX 

LINE LINE 
NO. - SUPPLIER AMOUNT - NO. 

MIS0 Charges 

I January, 20XX $ 1,000 1 

2 February, 2 0 M  1,000 2 

3 March, 20XX 1,000 3 

4 Total MIS0 Charges -demand allocated $ 3,000 4 

5 January, 20XX $ 250,000 5 

7 March, 20% 

8 Total MIS0 Charges -energy allocated 

9 TOTAL to be included in Reliability Adjustment $ 753,000 9 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Determination of Off System Sales Net Revenue included in Reliability Adjustment 
For the Estimated Months of 

January, February and March 20XX 
And the Billing Months of 

February, March and April 20XX 

1 Revenues : 

2 lntersystem Sales through MIS0 

3 Costs: 

4 lntersystem Sales through MIS0 

5 Net Revenue 

Februarv 20XX 

6 Revenues : 

7 lntersystem Sales through MIS0 

8 Costs: 

9 lntersystem Sales through MIS0 

10 Net Revenue 

March 2OXX 

11 Revenues : 

12 lntersystem Sales through MIS0 

13 Costs : 

14 lntersystem Sales through MISO 

15 Net Revenue 

16 TOTAL to  be deducted from Reliability Adjustment 

MWH REVENUES 8 LINE 
SOLD FUELCOST - NO. 
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une 
NO. 

I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 

Rate 
Code 

(a) 

511 
521 
523 
526 
527 
533 
534 
536 
541 
544 
545 
550 
555 
560 

lnterdept 

Rellablllty 
AdJusbnent Costs 

Recovered 

NORTHERN INDIANA PUBLIC SERVICE COMPANY 
Recondliatim of Reliability Adjustment 

ForIheheMonVIsof 
Month A, Mmth Band Month C 2OXX 

Variance 
from 

RA - 01 

Rellablllty 
Adjuubnent Costs 
to be Reconciled Actual 

with Actual Relbbillty 
Costs Incurred Adjustment Costs Variance 
Cot. bless Col. 5 Col. e less Col. (( 

(dl (el (0 

$ 2.026.014 $ 2.038.269 $ 12,254 
218,060 221.409 3.349 

1,065,628 1.083.669 18.040 
125,937 128.898 2.961 
140,264 144.579 4,315 

1.760.494 1.791.312 30.818 
2,326.442 2.388.709 42.268 

963.208 993,255 30,047 
14.329 14.601 272 
11.351 1 1.527 177 
11,098 11,476 379 
21,975 22,902 927 
4.585 4,713 128 
5,356 6,865 1,510 

37.952 29.81 5 (8.137) 
S 8,732,693 S 8,812,000 S 139,307 

tine 
NO. 



Line a 

Rate 
Code 

(a) 

51 1 
521 
523 
526 
527 
533 
534 
536 
541 
544 
545 
550 
555 
560 

Interdept. 

Rate 
Code 

(1) 

511 
521 
523 
526 
527 
533 
534 
536 
541 
544 
545 
550 
555 
560 

lnterdept 
Total 

NORTHERN INDlANA PUBLIC SERVICE COMPANY 
Reconciliation of Reliabilii Adjustment 

For the Months of 
Month 
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Reliability 
Mjustment Costs 

RT-1  Reliability Variance to be ReconclW Actual 
KWH Sales Reliability Adjustment Costs from with Actual Reliability Variance 

(000's) Adjuslment Recovered RT-01 Costs lncuned Mjustment Costs 
Rate Col. a x Col. c Col. d less Col. e Col. f less Col. g 

Production 
Allocation 

% of Total 
Total Actual Demand 

Allocated Costs 

Total 
Capacity Total Total 

Purchases Energy Rellabllity 
per Kwh Purchase Costs Adjustment Costs 

Line 
NO. 



Line 
No. 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Reliability Adjustment Reconciliation 
Summary of Costs in the Reliability Adjustment 

Month 
Line 

Amount No. 

1 Capacity Purchases $ 510.000 1 

2 MIS0 Transmission Costs -demand allocated 1,000 2 

3 Total Demand Allocated Costs 

4 Purchases through MIS0 $ 1,950,000 4 

5 Purchased Power other than MIS0 6,085,000 5 

6 MIS0 Non-FAC Charges 405,000 6 

7 MIS0 Transmission Costs - energy allocated 68,000 7 

8 LESS ; Off System Sales Net Revenue 147,000 8 

9 Total Energy Allocated Costs 

10 Total Reliability Adjustment Costs S 8,872,000 10 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

MIS0 Charges Included in Reliability Adjustment by Charge Type 
Month 

Line 
No. 

Line No. 
Charae Tvpe 

Day Ahead Market Administration Amount 
Day Ahead Financial Bilateral Transaction Congestion Amount 
Day Ahead Financial Bilateral Transaction Loss Amount 
Day Ahead Non-Asset Energy Amount 
Day Ahead Revenue Sufficiency Guarantee Distribution Amount 
Day Ahead Virtual Energy Amount 
Day Ahead Schedule 24 Allocation 

Day Ahead Subtotal 

Financial Transmission Rights Market Administration Amount 

Financial Transmission Rights Subtotal 

Real-Time Market Administration Fee Amount 
Real Time Financial Bilateral Transaction Congestion Amount 
Real Time Financial Bilateral Transaction Loss Amount 
Real Time Congestion Rebate on Carve-Out Grandfathered Agrmnts 
Real Time Loss Rebate on Carve-Out Grandfathered Agrmnts 
Real Time Miscellaneous Amount 
Real Time Non-Asset Energy Amount 
Real Time Net Inadvertent Distribution Amount 
Real Time Price Volatility Make Whole 
Real Time Revenue Neutrality Uplift Amount 
Real Time Revenue Sufficiency Guarantee First Pass Distribution Amount 
Real Time Virtual Energy Amount 
Real Time Revenue Sufficiency Guarantee First PassISecond Pass Distribution Amount Carve Out 
Real Time Non-Asset Energy Fin Sched Carve Out 
Market Administration Virtual and Fin-Phys Carve Out 
Real Time Schedule 24 Allocation 
Real Time Schedule 24 Distribution 
Real Time Revenue Neutrality Uplift Amount - Second Pass RSG Carve Out 

Real Time Subtotal 

MIS0 Day 2 Charges Recovered in  Reliability Adjustment 

Schedule 10 - IS0 Cost Recovery Adder 
Schedule 10 - FERC 
Schedule 11 - Transmission Adjustment 

Transmission Charges Subtotal 

Schedule 1 - Scheduling, System Control and Dispatch Service 
Schedule 2 - Reactive Supply And Voltage ControllGeneration Sources Service 
Schedule 7 - Long-TermIShort-Term Firm Point-to-Point Transmission 
Schedule 8 - Non-Firm Point-to-Point Transmission Service 
Schedule 11 - Transmission Adjustment 

Transmission Revenues Subtotal 

MIS0 Transmission Charges Recovered in  Reliability Adjustment 

MIS0 Charges Recovered in Reliability Adjustment - Energy Allocated 

Schedule 26 - Network Upgrade Charge from Transmission Expansion 

MIS0 Charges Recovered in Reliability Adjustment - Demand Allocated 
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VERIFIED DIRECT TESTIMONY OF MITCHELL E. HERSHBERGER 

1 Q1. Please state your name and business address. 

2 Al. My name is Mitchell E. Hershberger and my business address is 801 East 86th Avenue, 

3 Memllville, Indiana 4641 0. 

4 42. By whom are you employed and in what capacity? 

5 A2. I am employed by NiSource Inc. ("NiSource") and my current position is that of 

6 Controller for Northern Indiana Public Service Company ("NIPSCO" or the 

7 "Company"). 

8 Q3. Please briefly describe your professional experience. 

9 A3. I have been employed by NiSource or NIPSCO since March of 1987 in a variety of 

10 accounting and finance positions. Prior to becoming Controller for NIPSCO, I held the 

11 position of Unregulated Segment Controller, where I was the controller over all of the 

12 unregulated operating subsidiaries within NiSource. In that position, I was responsible 

13 for finance and accounting functions for all the NiSource non-regulated operating 

14 companies, and responsible for administering payroll and accounts payable for NiSource 

15 and its subsidiaries. 

16 44. What are your responsibilities as NIPSCO Controller? 

17 A4. As Controller, my principal responsibilities include providing accurate and timely 

18 completion of Generally Accepted Accounting Principles ("GAAP") financial statements 

19 and managerial reports on a monthly and quarterly basis. 
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Q5. What is your educational background? 

A5. I am a graduate of Indiana University and hold Bachelor of Science and Master of 

Business Administration degrees. 

Q6. What are your professional credentials? 

A6. I am a Certified Public Accountant ("CPA"), Certified Internal Auditor, and member of 

American Institute of Certified Public Accountants, the Indiana CPA Society, and the 

Institute of Internal Auditors. 

47. What is the purpose of this testimony? 

A7. I will address eight topics in my direct testimony. First, I provide the Indiana Utility 

Regulatory Commission ("Commission") with an overview of NIPSCO's accounting 

practices including its audits, controls, and processes. Second, I sponsor Petitioner's per 

book financial statements for calendar year 2007. Third, I explain how common costs are 

allocated between NPSC07s gas and electric businesses. Fourth, I address various 

aspects of the relationship between NlPSCO and NiSource Corporate Services Company 

('NCS"). As part of that discussion, I detail the options available to NIPSCO for the 

review and challenge of allocated costs. That section of my testimony also supports four 

adjustments to test year operating expenses to adjust the amount of NCS charges 

applicable to NIPSCO's electric operations during the test year. I also explain the 

process used to review the charges received by NCS and the enhanced process to be 

empIoyed by NIPSCO prospectively to monitor and verify the accuracy of its NCS 

allocations. Fifth, I sponsor the calculation of one adjustment to rate base to eliminate 
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1 the impact of an error made in performing certain plant retirements. Sixth, I sponsor the 

2 calculation of a second adjustment to reflect the reclassification of plant between 

3 accounts as part of the implementation of the Federal Energy Regulatory Commission 

4 ("FERC") Seven Factor Test. Seventh, I discuss a one-time unbilled revenue correction. 

5 And eighth, I briefly address the type of depreciation rate approval sought in this 

6 proceeding. 

7 1. NIPSCO'S ACCOUNTING PRACTICES 

8 Q8. Please provide an overview of NIPSCO's Accounting department. 

9 A8. The NIPSCO Accounting department performs internal accounting functions for all of 

10 the Indiana regulated utilities, including NIPSCO's gas and electric operations. Two of 

11 the primary functions provided for NIPSCO are general accounting and asset accounting. 

12 First, in performing its general accounting duties, the department maintains the 

13 accounting books and records for NIPSCO's electric and gas functions. NIPSCO 

14 Accounting also prepares financial statements and reports for internal use and external 

15 distribution. Second, in fulfilling its asset accounting duties, the department manages the 

16 books and records related to NIPSCO's fixed assets. 

17 Q9. What is the basis for NIPSCO's accounting and financial reporting? 

18 A9. NIPSCO's accounting and financial reporting policies and practices are in conformance 

19 with GAAP. GAAP is the recognized authoritative set of accounting rules, procedures 

20 and conventions used by non-governmental entities as a basis for their external financial 

2 1 statements and reporting. The Financial Accounting Standards Board ("FASB") is 
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1 recognized by the accounting profession as the primary body for establishing the 

2 standards embodied in GAAP. 

3 Q10. Are there other accounting standards and rules NIPSCO must follow? 

4 A10. Yes. As a company whose securities are traded in interstate commerce, NiSource and its 

5 subsidiaries are subject to the accounting principles established by the Securities and 

6 Exchange Commission ("SEC"). While the SEC recognizes FASB as the primary 

7 authority for the establishment of GAAP accounting standards, it also promulgates its 

8 own rules that govern financial statements to be included in SEC filings, and interprets 

9 GAAP as part of its review of those filings. The SEC's rulings and interpretations of 

10 GAAP in the context of the numerous and often complex transactions involving publicly 

11 held companies are considered to be of equal authority as FASB pronouncements within 

12 the accounting profession. Financial statements filed with the SEC must be accompanied 

13 by the opinion of an independent auditor that the statements have been prepared in 

14 accordance with GAAP. 

15 Qll .  Is GAAP the same as the FERC Uniform System of Accounts? 

16 A1 1. No. The Uniform System of Accounts ("USoA") are accounting standards prescribed by 

17 the FERC for most major utilities including NIPSCO. The Commission adopted the 

18 USoA as the standard for Indiana utilities in its administrative rules at 170 LAC 5 4-2-1.1. 

19 While there are some differences between GAAP and the USoA, they are generally 

20 consistent with one another and none of the differences are applicable to the subjects 

2 1 included in my testimony. 
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1 Q12. Are NIPSCO's books and records kept in accordance with the USoA? 

2 A12. Yes, they are. 

3 413. Are NIPSCOYs financial statements in conformity with the requirements of the 

4 Sarbanes-Oxley Act? 

5 A13. Yes. NIPSCO has implemented specific internal controls related to the financial 

6 reporting process in order to satisfy the requirements of the Sarbanes-Oxley Act. These 

7 controls and overall compliance with the Sarbanes-Oxley Act are regularly monitored by 

8 the NiSource Sarbanes-Oxley Compliance department. 

9 Q14. How are audits of NIPSCO's financial books and records performed and by whom? 

10 A14. Formal audits of the financial books and records of NiSource and all of its affiliates, 

11 including NIPSCO, are performed annually by Deloitte and Touche USA, LLP. In 

12 addition, the internal audit department of NiSource supplements the audits performed by 

13 Deloitte & Touche on some transactional matters. 

14 Q15. Please explain the controls and procedures employed by NIPSCO in preparing its 

15 financial reports. 

16 A15. NIPSCO generates internal financial reports fiom its general ledger software system. 

17 This system is the primary source for NIPSCO's accounting books and records, and this 

18 system interfaces with the NiSource accounting system which is used to generate its 

19 consolidated financial reports. NiSource's other companies also interface with 

20 NiSourceYs consolidated accounting system for segment reporting to ensure consistency 

2 1 in the way financial information is recorded and maintained. NiSource also employs a 



Petitioner's Exhibit MEH-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 6 

1 variety of internal controls as part of the preparation of NiSource7s consolidated financial 

2 reports. 

3 Significant issues and events are regularly communicated through meetings between 

4 NIPSCO executive and financial leadership groups. The Chief Executive Officer holds 

5 regular staff meetings to discuss both current and longer term business issues for all 

6 Indiana regulated companies, including NIPSCO. Leadership fiom each operating, 

7 support, and administrative area, as well as business partners fiom corporate support staff 

8 attend these meetings. 

9 In addition, in compliance with the Sarbanes-Oxley Act, NiSource must attest to the 

10 adequacy and effectiveness of its internal controls. During 2004, NiSource implemented 

11 a plan of self-assessment of its internal control structure which includes "self-testing" of 

12 individual internal controls. As a part of this process, NIPSCO Accounting tests on a 

13 periodic basis the existence, adequacy, and effectiveness of the internal controls 

14 surrounding disclosure, including testing the specific controls outlined in my testimony. 

15 The results of this self-testing have been to provide evidence of the adequacy and 

16 effectiveness of these controls. 

17 11. NIPSCO'S FINANCIAL STATEMENTS 

18 416. Please identify Petitioner's Exhibit MEH-2 and Petitioner's Exhibit MEH-3 

19 attached to your testimony. 

20 A16. Petitioner's Exhibit MEH-2 is the per books Income Statement for NIPSCO's total 

2 1 company (gas and electric) operations for the twelve months ended December 31, 2007, 
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the test year in this proceeding and for the twelve months ended December 31, 2006. 

Petitioner's Exhibit MEH-3 is the per books Balance Sheet for NIPSCO as of December 

3 1,2007 and December 3 1,2006. Petitioner's Exhibit MEH-3 was prepared by using the 

2007 audited GAAP Balance Sheet and adjusting it to remove the Asset Retirement 

Obligation balances, which are GAAP-only entries, and by moving the cost of removal 

balance back into the accumulated depreciation account in accordance with the USoA. 

Petitioner's Exhibit MEH-3 has been formatted in a manner consistent with Balance 

Sheets previously submitted to the Commission in support of NIPSCO financing 

? petitions. 

10 417. Was the information contained in Petitioner's Exhibit MEH-2 and Petitioner's 

11 Exhibit MEH-3 compiled from the accounting records kept and maintained by 

12 NIPSCO in the ordinary course of business? 

13 A17. Yes, they were. 

14 418. Does Petitioner's Exhibit MEH-2 form the starting point for the determination of 

15 NIPSCO's revenue requirement in this proceeding? 

16, A18. Yes. 

17 111. ALLOCATION OF NIPSCO COMMON COSTS 

18 Q19. What are common costs and how are they allocated between NIPSCO's gas and 

19 electric operations? 

20 A19. Common costs represent costs that must be incurred by both the electric and gas 

2 1 hct ions  in performing their regular business activities, but which can also be shared or 
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pooled between both functions. A typical example of a common cost is the cost to bill 

customers. Both gas customers and electric customers must be billed, but combination 

utilities like NIPSCO can pool billing activities in a single common department to avoid 

duplicating costs and resources. Because common costs represent pooled costs of both 

the gas and electric functions, these costs must be allocated between gas and electric 

using common allocation ratios that measure the cost causation relationship between the 

gas and electric functions for these costs. 

Q20. How were NIPSCO's common allocation ratios derived? 

A20. In 1968, Arthur Andersen conducted NIPSCO's original common allocation study. From 

that study, NIPSCO implemented the original common allocation ratios recommended by 

Arthur Andersen. NIPSCO used those original ratios for almost forty years to allocate 

common costs between electric and gas. During 2006, NlPSCO reviewed those original 

ratios and their application to specific common costs to determine whether they continued 

to accurately represent the cost causative relationship for those charges. 

421. What was the result of that review? 

A21. Based on that review, NIPSCO determined that the majority of the original ratios and 

their application still accurately represented the causative relationship for common 

charges at NIPSCO. As an example, NlPSCO continues to allocate employee-related 

common costs using its payroll Ratio D which allocates costs using the total payroll 

amounts of gas and electric employees. 
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NIPSCO also added new allocation ratios where appropriate to accurately represent the 

cost causative relationship for certain common charges. For example, because NlPSCO 

now receives charges from NCS, new ratios were developed that replicate the allocations 

for electric and gas that NCS uses to allocate those costs to NIPSCO and other NiSource 

affiliates. By replicating these ratios and applying them to the specific charges received 

from NCS, NIPSCO has directly aligned its allocation methodology for these charges 

with the NCS methodology. 

NIl?SCO also replaced some original allocation ratios that no longer accurately 

represented the cost causative relationship for the applicable common charges. For 

example, NlPSCO replaced former Composite Ratio A with the new Ratio O&M. 

Composite Ratio A was a basic average of four components, including gross utility 

revenues, transmission and distribution expenses, the number of customers, and gross 

plant. Composite Ratio A's revenue component included the commodity costs for natural 

gas, generation hel ,  and purchased power as part of revenues. Since Composite Ratio A 

was developed, utility revenues have been influenced by the current volatility in both the 

gas and coal markets. Further, the overall level of common activities is not directly 

influenced by the fluctuations in these markets but it was directly influencing Composite 

Ratio A. Composite Ratio A also measured only the transmission and distribution 

expenses without considering expenses for electric production or gas storage. These 

missing expense segments represent significant sources of common activities such as 

operational and fixed asset accounting, human resources, information technology, and 

many other common activities supporting electric production and gas storage. 
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1 Based on the above-identified considerations, NIPSCO determined that the continued use 

2 of Composite Ratio A was no longer appropriate as a proxy for the cost causative 

3 relationship between NIPSCO's gas and electric functions. As a result, NIPSCO replaced 

4 Composite Ratio A with the new Ratio O&M which replicates the default allocation 

5 methodology used by NCS to allocate costs among its affiliates. In contrast to Composite 

6 Ratio A, the new Ratio O&M measures the full relationship of operations and 

7 maintenance expenses, depreciation and amortization, and taxes other than income. Ratio 

8 O&M not only allows NIPSCO td closely align its methodology with NCS, but it also 

9 accurately reflects the fact that these cost areas drive the overall level of common 

10 activities at NIPSCO. 

11 422. Please explain how common cost allocation ratios are applied by NIPSCO. 

12 A22. Common cost allocation ratios are mathematically recalculated twice each year to reflect 

13 the most current information. The most current calculation of each ratio is applied to 

14 common costs when they are booked to allocate the cost between gas and electric. 

15 Petitioner's Exhibit MEH-4 is a schedule of NIPSCO's common allocation ratios in 

16 effect fi-om September 2007 through February 2008. These are the allocation ratios that 

17 were in effect at the close of the test year in this proceeding. 

18 423. Are the allocation ratios shown on Petitioner's Exhibit MEH-4 representative of the 

19 way common costs are incurred by NIPSCO? 

20 A23. Yes, they are. 
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1 IV. NCSCHARGES 

2 Q24. What is NCS and what is its relationship to NIPSCO? 

3 A24. NCS is an affiliate of NPSCO within NiSource. NCS provides a variety of services 

4 itself and serves as a clearinghouse for outside vendors providing services to the various 

5 NiSource operating companies. In her direct testimony, NIPSCO Witness Susanne M. 

6 Taylor provides an overview of the various hnctions provided by NCS. NCS bills 

7 NIPSCO monthly for charges provided directly by NCS or provided indirectly by 

8 third-party vendors. 

9 425. Please explain how NCS charges are booked by NIPSCO. 

10 A25. NIPSCO receives a monthly electronic billing statement from NCS that includes detailed 

11 line item charges. Each line item charge includes the coding structure that NCS uses to 

12 distribute those costs to affiliates like NIPSCO. These codes include a description of the 

13 charge, the NiSource internal department responsible for the charge, the Job Order and 

14 Sub codes which categorize the nature of the service provided, the allocation basis or 

15 direct charge code used to distribute the cost to NIPSCO, and other descriptive 

16 information. 

17 During the test year, NIPSCO mapped each line item charge to a specific FERC account 

18 using the Company's pre-determined mapping process. NIPSCO based its mapping on 

19 the NiSource department responsible for the charge as well as the Job Order and Sub 

20 fields which separate the different activities of those departments. Because NCS 

21 consistently codes similar charges using the same Job Order and Sub combination, 
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1 NZPSCO can rely on these codes and the department charging that combination of codes 

2 to accurately map these charges to the Company's electric, gas, and common accounts. 

3 As NCS creates new Job Order and Sub combinations for specific services or projects 

4 provided to NIPSCO, the Company's accounting staff manually updates its account 

5 mapping to incorporate these new charge code combinations going forward. 

6 Beginning January 1, 2008, NIPSCO changed its mapping process because NCS is now 

7 distributing costs to its affiliates by FERC account. This change reflects NCS7s 

8 implementation of the FERC Rule 684 issued October 19, 2006 requiring service 

9 companies like NCS to utilize the full FERC chart of accounts in detailing services 

10 provided to its affiliates. NPSCO still retains responsibility for allocating common 

11 charges between electric and gas, but the determination of the proper account is now 

12 made by NCS. 

13 426. What options does NIPSCO have for the review and challenge of costs once they 

14 have been billed to NIPSCO by NCS? 

15 A26. Under Article 2 of the Service Agreement between NIPSCO and NCS, NCS renders a 

16 monthly report to NIPSCO that reflects all information necessary to identify the costs 

17 charged and services rendered for the previous month. NIPSCO has ten days from 

18 receipt to identify any questions or concerns with the monthly reported charges. While 

19 the Service Agreement does not specify a precise procedure for addressing questions or 
! 

20 concerns, such issues can be worked through in conferences between NIPSCO and NCS. 

21 427. Does NCS bill NIPSCO separately for its gas and electric operations? 
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1 A27. No. NCS bills costs to NPSCO on a total company basis, and NIPSCO allocates the 

2 costs to the appropriate portion of its operations. 

3 Q28. Are NCS charges split between gas and electric operations in the same way as 

4 common costs are allocated between gas and electric operation? 

5 A28. Not completely. The common costs described earlier in my testimony are expenses billed 

6 directly to NIPSCO as an operating company or generated internally by common 

7 departments at NIPSCO. Those NIPSCO common costs are allocated between gas and 

8 electric using the allocation ratios described above. These allocation ratios include some 

9 that have been developed specifically for allocating charges received fi-om NCS between 

10 electric and gas. These additional ratios replicate the allocation methodology for electric 

11 and gas that NCS used to allocate these costs to NIPSCO. 

12 429. Why are the allocations made differently? 

13 A29. In contrast to common costs, NCS charges are expenses charged to NCS and then billed 

14 to NIPSCO. Many of the NCS charges billed to NIPSCO have been allocated among 

15 multiple operating companies as described by Ms. Taylor. NIPSCO apportions those 

16 expenses between gas and electric following the same allocation methodologies used 

17 within NCS so that the methodology is consistent from beginning to end. 

18 Q30. Have you reviewed the adjustments to test year NCS charges recommended by Ms. 

19 Taylor? 

20 A30. Yes I have, and I agree that those adjustments are appropriate. 
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1 Q31. Have you calculated the impact to the electric function from Ms. Taylor's 

2 recommended adjustments to test year NCS charges? 

3 A31. Yes I have. Petitioner's Exhibit MEH-5 presents the cumulative impact to NTPSCO's 

4 electric accounts fkom Ms. Taylor's proposed adjustments. Column A shows the FERC 

5 accounts where corporate service fees were booked by NIPSCO in the test year. A 

6 portion of the total adjustment proposed by Ms. Taylor was not identified by a specific 

7 NIPSCO account. This portion of her adjustment has been categorized in Column A as 

8 "Unidentified." Column B separates Ms. Taylor's total downward adjustment of 

9 $2,782,395 into the specific accounts where the underlying charges were booked during 

10 the test year. Column C presents the allocation of Ms. Taylor's total adjustment to the 

11 electric function based on the underlying allocator that NIPSCO used for each supporting 

12 charge during the test year. 

Ms. Taylor's adjustment includes a pro forma increase for the IBM Fixed Contract of 

$1,729,890. In Petitioner's Exhibit MEH-5, this pro fonna increase is included as part of 

the $2,265,602 balance in Column B classified as "Unidentified." The portion 

representing the IBM Fixed Contract pro fonna increase has been allocated to the electric 

function using a composite ratio based on the allocators used at NCS to pass these types 

of charges to NPSCO during the test year. The remaining balance of the "Unidentified" 

balance in Column B was allocated to electric using NIPSCO's Ratio O&M which is a 

replication of NCS's default allocation Basis 20. 
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1 The total impact to NIPSCO's electric function from Ms. Taylor's proposed adjustment is 

2 a decrease of $1,117,550 of which $97,580 represents an increase to electric capital and 

3 $1,2 15,130 represents a decrease to electric expense. 

4 432. Did NIPSCO undertake an additional review of costs allocated by NCS to NIPSCO? 

5 A32. Yes. As detailed in the testimony of Ms. Taylor, NCS performed a review of costs 

6 allocated to NIPSCO to identi@ and remove one time expenses and to adjust test year 

7 expenses at the NCS level to account for ongoing operational expense levels. NIPSCO's 

8 review focused on the proper internal allocation of costs between its gas and electric 

9 operations, and on costs associated with invoices from third-party vendors. 

10 433. Why did NIPSCO's review focus on those areas? 

11 A33. As Ms. Taylor explains in her testimony, NCS does not distinguish between NIPSCO's 

12 gas and electric operations when costs are allocated. NIPSCO is the only NiSource 

13 operating company with both gas and electric operations, and the responsibility for 

14 dividing those expenses lies with NIPSCO. The Company's review focused on third- 

15 party vendors because of NIPSCO's familiarity with the various Company-specific gas 

16 and electric projects and because of the effectiveness of internal controls for the direct 

17 billing of costs by NCS employees. 

18 434. Please explain NIPSCO's review of costs from third party vendors allocated from 

19 NCS during the test year. 

20 A34. During the course of preparing the information required for this case, NISPCO conducted 

2 1 a comprehensive study of test year vendor costs allocated to the Company from NCS. 
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1 The Company undertook that review to identify the nature and magnitude of third-party 

2 costs allocated to NIPSCO to ensure that the charges had been properly submitted to 

3 NIPSCO for payment, and to categorize properly allocated costs between NIPSCO's gas 

4 and electric operations. To conduct that review, NIPSCO requested and received 

5 underlying vendor invoices fiom NCS. Because of the volume of individual transactions 

6 involved, it was not feasible to individually review all of the invoices. However, by 

7 sorting the invoices by magnitude, it was determined that a review of 3,000 individual 

8 invoices would capture more than 99% of the vendor costs allocated during the test year. 

How were costs allocated between NIPSCO's gas and electric operations? 

NIPSCO identified vendor costs that properly belonged to only gas, only electric, or 

common (both gas and electric) categories. The Company removed costs attributable to 

NIPSCO's gas operations fiom the test year data. The Company allocated costs shared 

between gas and electric operations based upon the same methodology used at the NCS 

level where possible. Ms. Taylor's testimony explains the Bases for Allocation followed 

at the NCS level. For example, costs allocated to NIPSCO based on number of 

customers (Basis 10) were allocated between gas and electric based on the number of gas 

17 versus the number of electric customers. 

18 436. What was the result of the review of allocated costs? 

19 A36. As a result of the comprehensive review, NIPSCO adjusted test year NCS expenses by a 

20 total of $1,103,641. I will describe this adjustment below. Petitioner's Exhibit MEH-6 

2 1 details the four parts to this adjustment. 
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437. Please describe the adjustments shown on Petitioner's Exhibit MEH-6. 

A37. Adjustment A reduces test year expenses by $704,715 to reflect removal of NCS 

expenses solely attributable to NIPSCO gas operations. Because these costs are unrelated 

to electric operations, NIPSCO removed them. 

Adjustment B increases test year expenses by $563,795 to reflect the reassignment of test 

year expenses from a common allocation to both gas and electric operations to an 

allocation only to NIPSCO's electric operations. These expenses were incorrectly 

booked by NIPSCO to both its gas and electric operations, but a review of the underlying 

invoices revealed that the expenses were attributable only to NIPSCO electric. 

Adjustment C reduces test year expenses by $978,561 to eliminate costs associated with 

the unregulated activities of NIPSCO inadvertently booked to NIPSCO's electric 

operations. 

Finally, Adjustment D increases test year expenses by $15,840 to adjust the remaining 

vendor invoice charges that were not individually verified as part of NIPSCO's internal 

review. Adjustment D applies the total percentage increase from the vendor invoice 

review to the remaining balance of unverified invoices. The total increase to electric 

expense from the invoice review of $279,023 was divided over the total balance of 

invoices reviewed of $10,106,177 which yielded a total increase of 2.76%. The 

percentage increase of 2.76% was then multiplied against the remaining unverified 

invoice balance of $573,733 which yielded the increase to electric expense of $15,840. 
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1 The increase of $279,023 from the verified vendor invoices has already been included as 

2 a component of Adjustments A and B. 

3 438. Please explain the process within NIPSCO for the review and challenge of costs 

4 allocated from NCS. 

5 A38. As a result of the Company's comprehensive review described above, NIPSCO 

6 implemented an enhanced protocol. That protocol includes the following steps: 

1. NIPSCO will compare each monthly invoice from NCS with historical 
monthly allocations and with budget projections by category to identify 
any significant deviations from experience and expectations. 

2. NIPSCO will request a formal inquiry of underlying invoices each month 
on a random basis to verify the accuracy of the allocation made by NCS. 
To perform that check, NIPSCO will seek a listing of allocated costs by 
vendor and by direct billing employee. 

3. Whenever a formalized inquiry or review of underlying invoices identifies 
costs that should not have been allocated to NIPSCO, NlPSCO will take 
appropriate steps to ensure that the charges are reversed and will verify 
that those costs are not re-allocated to NIPSCO in a subsequent invoice. 

The process of reviewing and challenging allocations from NCS is conducted by 

members of my staff, and we are documenting in a report all actions taken. 

20 V. RATE BASE ADJUSTMENT 

21 Q39. Are you proposing an adjustment to NIPSCO's test year utility plant in service? 

22 A39. Yes, I am. I am sponsoring an adjustment to increase the original cost of utility plant in 

23 service by $106,312,580 and to increase the accumulated depreciation reserve by 

24 $1 14,111,5 1 8. The net impact is a decrease to net original cost rate base of $7,798,938. 
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1 440. Please explain why these adjustments are necessary. 

2 A40. These adjustments are necessary to correct an error in NIPSCO's 2007 year end gross 

3 plant in service and accumulated depreciation reserve balances. In 2004, NlPSCO 

4 replaced the asset accounting s o h a r e  package previously used to account for its plant 

5 and depreciation balances. NIPSCO's prior asset accounting software utilized retirement 

6 estimate credits to estimate the retirements associated with new assets being transferred 

7 from Account 107 Construction Work in Progress into Account 106 In-Sewice Non- 

8 ClassiJied. These retirement estimates were utilized by the former software package to 

9 avoid overstating the gross plant balance and the associated depreciation expense by 

10 estimating the impact of the eventual future retirement. The actual retirement was 

11 performed later when the asset was unitized and transferred from Account 106 to 

12 Account 101 In-Service ClassiJied. At that same time, NIPSCO's former software 

13 system automatically reversed the retirement estimate when retiring the appropriate asset. 

14 When NIPSCO changed its asset accounting software in 2004, these placeholder 

15 estimates were properly converted into the new software package because they 

16 represented work orders that were in Account 106 at that time. NIPSCO's new software 

17 package does not use retirement estimates because it performs an actual retirement at the 

18 time that the asset is transferred out of Account 107 into Account 106. No retirement 

19 estimate is created or needed. As a result, the new system had no automatic process for 

20 removing these retirement estimates as the work orders were later classified into Account 

2 1 101 and the actual retirements were performed. As a result, these retirement estimates 

22 began to understate the gross plant balance as the work orders were processed from the 
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1 date of conversion in 2004 through the discovery of the problem in 2008. In addition, 

2 depreciation expense was impacted over those periods due to the understated gross plant 

3 balances. 

4 NlPSCO has now retired these estimates from its current asset management software and 

5 corrected its books and records accordingly. The adjustments I propose correct the 

6 resulting understatement of plant and the accumulated depreciation reserve related to 

7 these lingering retirement estimates as of the close of the test year. 

8 441. Have you prepared an exhibit that documents the adjustments you propose? 

9 A41. Yes. Petitioner's Exhibit MEH-7 contains the calculation of the adjustment to utility 

10 plant in service described above. Lines 1 through 3 of Petitioner's Exhibit MEH-7 show 

11 the increase to Account 101 In-Service ClassiJied from the reversal of the retirement 

12 estimates. Column D shows the unallocated impact to gross plant of $106,788,621 of 

13 which $105,132,25 1 represents the increase to electric plant and $1,656,369 represents 

14 the increase to common plant. Column E shows the percentage of the gross amount that 

15 was allocated to electric. NIPSCO allocates common plant balances using the new Ratio 

16 O&M previously identified (except for a portion of customer-related software allocated 

17 using Ratio G-2 which is inapplicable to this adjustment). Column F shows the allocated 

18 increase to gross electric end of test year plant of $106,3 12,580 of which $105,132,251 

19 represents the increase fiom electric plant and $1,180,329 represents the allocated 

20 increase fiom common plant. 
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Lines 4 through 6 of Petitioner's Exhibit MEH-7 show the increase to Account 108 

Accumulated Reserve from the reversal of the retirement estimates. Column D shows the 

unallocated increase to the reserve of $1 06,788,621 of which $105,132,25 1 represents the 

increase to the electric reserve and $1,656,369 represents the increase to the common 

reserve. Column E shows the percentage of the reserve amount that was allocated to 

electric. NPSCO allocates common accumulated reserve balances using Ratio O&M 

except for a portion of customer-related software allocated using Ratio G-2. No 

customer-related software assets were impacted by this adjustment. Column F shows the 

allocated increase to the electric test year accumulated reserve of $106,3 12,580 of which 

$105,132,251 represents the increase from the electric reserve and $1,180,329 represents 

the allocated increase from the common reserve. 

Lines 6 through 9 of Petitioner's Exhibit MEH-7 show the increase to Account 108 

Accumulated Reserve from the cumulative depreciation catch-up fiom 2004 through 2007 

that would have been taken in those periods if gross plant were not understated. Column 

D shows the unallocated increase to the reserve of $7,861,637 of which $7,643,476 

represents the increase to the electric reserve and $21 8,162 represents the increase to the 

common reserve. Column E shows the percentage of the reserve amount that was 

allocated to electric. NIPSCO allocates common accumulated reserve balances using 

Ratio O&M except for a portion of customer-related software allocated using Ratio G-2. 

No customer-related software assets were impacted by this adjustment. Column F shows 

the allocated increase to the electric test year accumulated reserve of $7,798,938 of which 

$7,643,476 represents the increase from the electric reserve and $155,462 represents the 



Petitioner's Exhibit MEH-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 22 

1 allocated increase fi-om the common reserve. The net impact to electric original cost rate 

2 base from these adjustments is a decrease of $7,798,938. 

3 VI. SEVEN FACTOR TEST ADJUSTMENT 

4 Q42. Are you proposing any other adjustments to NIPSCO's test year utility plant in 

5 service? 

6 A42. Yes, I am. I am sponsoring a reclassification adjustment related to NIPSCO's 

7 implementation of the FERC Seven Factor Test and other account reclassifications 

8 totaling $165,365,980 along with $67,042,673 in associated reserve. The net impact to 

9 test year electric utility plant in service from these reclassifications is $0.00, as these are 

10 simply transfers within electric utility accounts. 

Please describe the nature of these adjustments. 

As discussed by NIPSCO Witness Timothy A. Dehring, NIPSCO recently implemented 

the FERC Seven Factor Test that changed NIPSCO's definition of its transmission 

system. Based on this study, NlPSCO reclassified 34kV assets from the transmission 

accounts to the distribution accounts. As shown in Petitioner's Exhibit MEH-8, NIPSCO 

transferred $108,644,289 of equipment from transmission accounts to distribution 

accounts, along with $43,455,700 of accumulated reserve. NIPSCO also reclassified 

$14,599,077 of specific substation-related assets greater than 34kV from distribution 

19 accounts to transmission accounts, along with $5,463,929 of associated reserve. 

20 As part of reviewing the books and records to implement the Seven Factor Test, NIPSCO 

21 also identified other equipment transfers that were needed to correct the original account 
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classification of the equipment. These transfers are separated into six categories shown 

on Petitioner's Exhibit MEH-8: (1) fiom Transmission to Distribution, (2) fiom 

Distribution to Transmission, (3) from Transmission to Transmission, (4) from 

Distribution to Distribution, (5) from Transmission to Generation, and (6) fiom 

Generation to Transmission and Distribution. 

NIPSCO identified $1,686,917 in transfers fiom transmission to distribution accounts 

along with $239,888 in associated reserve. NlPSCO also identified $908,983 in transfers 

from distribution to transmission accounts along with $367,470 in associated reserve. 

Another $794,118 in equipment was reclassified within transmission accounts along with 

$132,814 in associated reserve, and another $320,096 in equipment was reclassified 

within distribution accounts along with $128,418 in associated reserve. NIPSCO also 

reclassified $38,183,499 from transmission to generation accounts along with 

13 $17,233,109 in associated reserve. NIPSCO also reclassified $229,002 fiom generation 

14 to transmission and distribution accounts along with $2 1,345 in associated reserve. 

15 VII. UNBILLED REVENUE CORRECTION. 

16 444. Please discuss the calculation of the unbilled correcting entry in Adjustment REV-8 

17 on Petitioner's Exhibit LEM-5. 

18 A44. As NIPSCO Witness Linda Miller states, Adjustment REV-7 on Petitioner's Exhibit 

19 LEM-2 is the adjustment required to increase (credit) operating revenues and deferred 

20 fuel revenues in the amount of $10,955,615 for a one-time unbilled revenue correction 

21 recorded in 2007, but related to prior periods. This entry was made as a result of a 



Petitioner's Exhibit MEH-1 
Northern Indiana Public Service Company 

Cause No. 43526 
Page 24 

change in the methodology used to calculate unbilled revenues and receivables and this 

change resulted in a one-time adjusting entry to the income statement and balance sheet 

in the test year, reducing revenues. Unbilled revenues and receivables have no impact on 

customer bills. Unbilled amounts are calculated based on an estimate of the amount of 

volumes that have not yet been billed at the end of the period. At December 31,2007, it 

was determined that the estimate of unbilled volumes was higher than it should have 

been, and that therefore, the unbilled receivable balance was overstated. The adjusting 

entry to correct for this was a credit (reduction) to receivables and a debit (reduction) to 

revenues. The analysis of the unbilled volumes revealed a need to revise the 

methodology being used and also revealed that the previous method had inappropriately 

affected 2005, 2006 and 2007 revenues. Therefore, the correcting entry, although made 

in 2007, affected prior periods as well. Pro forma Adjustment REV-8 adds back the 

amount of revenue reduction that relates to periods prior to test year 2007. The amounts 

related to prior periods, but recorded in the test period, are adjusted out in order to 

eliminate the impact to the test year operating income. If this adjustment is not included, 

test year operating revenues would be understated. 

The amount of the correcting entry was calculated by revising the unbilled volume 

estimate and applying the applicable revenue per unit of volume. The correcting entry 

was the difference between this revised calculation and the amount previously recorded 

on the books. The amount of the correcting entry applicable to prior periods was 

calculated by analyzing the unbilled volumes, revenues and receivables recorded at year- 

end 2005 and 2006 and comparing them to the revised estimates. 
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1 VIII. APPROVAL OF ACCOUNT-BY-ACCOUNT DEPRECIATION RATES 

2 445. As Controller, are you responsible for maintaining depreciation records for 

3 NIPSCO's plant? 

4 A45. Yes. I am responsible for that function. 

5 Q46. Is NIPSCO seeking approval of depreciation rates on an account-by-account basis? 

6 A46. Yes. The depreciation study sponsored by NIPSCO Witness John J. Spanos proposes 

7 specific depreciation rates by FERC account. I have confirmed that NIPSCOYs 

8 accounting software is compatible with rates established on an account-by-account basis, 

9 and NIPSCO is requesting that the Commission approve the use of the rates proposed in 

10 Mr. Spanos' testimony on that basis. 

11 Q47. How is the Company proposing to depreciate the Sugar Creek Generating Plant 

12 (('Sugar Creek")? 

13 A47. NIPSCO is proposing to apply the depreciation rates for Sugar Creek identified in Mr. 

14 Spanos' testimony to the acquisition price of the plant when the plant is approved for 

15 inclusion in rate base as part of the Step Two rate adjustment proposed by NIPSCO. 

16 448. Does this conclude your prepared direct testimony? 

17 A48. Yes, it does. 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Comparison of NIPSCO lncome Statement (unaudited) 

Twelve Months Ended December 31,2007 and December 31,2006 

(Dollars in Thousands) 

December 31,2007 December 31, 

---.--.."-."----* -..---..----- 2006 A 

Operating Revenues: 

Gas 

Electric 

Cost of Sales: 

Gas Costs $739,554 $658,283 

Fuel $316,229 $ 282,750 

Purchased Power $233,947 $197,437 
.. - 

$1,289,730 - $1,138,470 

Net Revenue 

Operating Expenses 

Operatlons 

Maintenance 

Total 0 & M 

Depreciation & Amortization 

Taxes Other Than lncome 

Total Operating Expenses 

Operating lncome 

Other lncome 

Interest 

lncome before lncome Taxes 

lncome Taxes 

Gain I (Loss) from change in accounting 

Net lncome 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Balance Sheet (unaudited) 

(Dollars in Thousands) 

December 31, December 31. 
2007 2006 

ASSETS 

Utility Plant, at original cost 

Electric $5,190,596 $5,030,704 

Gas 1,605.937 1,591,551 

Common 347,544 366,468 

Total Utility Plant 7.1 44.079 6,988,723 

Less: Accumulated provision for depreciation and amortization (4,434,068) (4,299.651) 
Net utility plant $2,710,011 $2,689,012 

Other Property and Investments $64.230 $59.449 

Current Assets 

Cash 

Restricted Cash 

Accounts receivable (less reserve of $2.9) 

Unbilled revenue 

Underrecovered fuel costs 

Materials and supplies, at average cost 52.555 53,642 

Electric production fuel, at average cost 

Natural gas in storage, at iast-in, first-out cost 

Price risk management assets 

Current regulatory assets 58.262 59.912 

Prepayments and other 31,089 25.486 

Total Current Assets $392,068 $532.134 

Other Assets 

Noncurrent regulatory assets $382,567 $537.813 

Total intangible assets. less accumulated amortization 0 0 

Deferred charges and other 42,829 7.032 

Total Other Assets $425.396 $544,845 

Total Assets $3.591.705 $3.825.500 
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NORTHERN INDIANA PUBLIC SERVICE COMPANY 

Balance Sheet (unaudited) 

(Dollars in Thousands 

December 31, December 31, 
(in thousands) 2007 2006 

CAPiTALlZATlON AND LlABlLlTiES 

Capitalization 

Common shareholdares equity 51,394,077 $1,320,621 

Preferred Stocks - 
Series without mandatory redemption provisions 

Long-term debt, excluding amounts due within one year 768,219 792,115 

Total capitalization $2,162,296 $2,112,736 

Current Liabilities 

Current portion of long-term debt 

Short-term borrowings-Affiliated 

Accounts payable 191,594 181,881 

Accounts payable -Affiliated 32,210 22,196 

Dividends deciared on common and preferred stocks 0 0 

Customer deposits 71,630 67,227 

Taxes accrued 

Interest accrued 

Overrecovered fuel costs 0 0 

Overrecovered gas costs 

Accrued employment costs 

Price risk management liabilities 13.346 36,574 

Deferred income taxes 

Current regulatory liabilities 

Accrued liability for postretirement and postemployment benefits -current 78 73 

Other accruals 31.014 33,340 

Total Current Liabilities $584,282 $729.334 

Other Liabilities and Deferred Credits 

Deferred Income taxes 

Deferred investment tax credits 

Customer Advances 21,227 19,473 

Deferred Credits 1,401 2,937 

Accrued liability for postretirement and postemployment benefits-noncurrent 330,752 452.51 0 

Noncurrent regulatory liabilities 4.563 (4,1081 

Asset Retirement Obligations 

Other noncurrent liabilities 

Total Other 

Total Capitalization and Liabilities 53,591,705 f 3.825.500 
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NIPSCO Common Allocation Ratios - September 2007 through February 2008 

Column A Column B Column C Column D 
% to 

Line Ratio Name Basis of Ratio Calculation Electric % to Gas 
11 D E ~ D I o Y ~ ~  Payroll 69.1 5% 30.85% 

- Ratio is only used to allocate common charges received from NiSource Corporate Services 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 

E ~ u k b e r  of cistomers in Combination GasIElectric Districts 50.99% 49.01 % 
F Number of Customers in the Angola District 78.15% 21.85% 
G-2 Number of Total Customers 38.99% 61 -01 % 
H Net Plant and Working Capital 79.89% 20.1 1% 
O&M O&M Expenses, Depreciation & Amortization, and Non-Income Tax Expenses 71.26% 28.74% 
PT Plant Subject to Property Taxes 70.38% 29.62% 
1 Gross Fixed Assets and Operating ~xpenses' 74.90% 25.1 0% 
2 Gross Fixed ~ssets '  75.37% 24.63% 
7 Gross Depreciable Property and Operating ~xpenses' 75.07% 24.93% 
EMP Number of ~mployees' 64.27% 35.73% 
G-3 Number of Retail customers1 41.24% 58.76% 
PC Number of Computing ~evices' 65.21 % 34.79% 
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Allocation of Witness Susanne Taylor's Proposed Adjustment to NIPSCO Electric 

Column A Column B Column C Column D Column E Column F 
= B * C  = B * C  = D + E  

Witness Susanne % to Electric Based on Allocation of Proposed 
Taylor's Total Proposed Original Allocation of Adjustment to NIPS& Electric 

7 

Line NIPSCO FERC Adjustment Supporting Charges Expense 

- 
$1,115 

($2,702,450) 
$3,604 

1 
2 
3 
4 
5 
6 

8 1 Grand Total $97,580 ($1 , I  17,550 
Unidentified $2,2651602 65.44%1 $1,482,601 

163.2.27.NCS012 $195,162 50.00% 
182.32008E $0 
953.27.NCS012 $2,229 50.02% 
C923.27.NCS012 ($5,289,607) 51.09% 
E923.27.NCS012 $3,604 99.99% 
G923.27.NCS012 $40.615 0.00% 

$1,482,601 

Capital 
$97,580 

- 
Total 

$97,580 

$1,115 
($2,702,450) 

$3,604 - 



Petitioner's Exhibit MEH-6 
Northern Indiana Public Service Coinpany 
Cause No. 43526 

Adjustment to Electric Test Year Corporate Service Charges 

Column A Column B Column C, Column D Column E Column F . 

= B + C + D + E  
Adjustment A to Adjustment 6 to Adjustment C to Adjustment D to Total Impact tb 

Electric Test Year Electric Test Year Electric Test Year Electric Test Year Electric Test Year 
Line NIPSCO FERC Expense Expense Expense Expense Expense 

1 
2 
3 

7 Unidentified - .. 
8 Grand Total 

$1 5,840 
($704,715)1 $563,795 1 ($978,561 )I $15,840 

. - 
$15,840 

($1,103,641) 

163.2.27.NCSO-12 - - - 
182.32008E - - - 
953.27.NCS012 - - 

- 



Petitioner's Exhibit MEH-7 
Northern Indiana Public Service Company 
Cause No. 43526 

Adjustment to Electric Test Year Rate Base 

Column A Column B Column C Column D Column E Column F 
= C * D  

% Allocated Amount to 
Line Nature of Adjustment Function Account Gross Amount to Electric Electric 

1 Electric 101 In-Service Classified $1 05,132,251 100% $105,132,251 / 
2 

3 

4 

' - NIPSCO allocates common plant and reserve on Ratio O&M except for a portion of customer-related software allocated on Ratio G-2. 

Reversal of Retirement Estimates common' 101 In-Service Classified $1,656,369 71.26% $1 , I  80,329 
Subtotal $1 06,788,621 $106,312,580 

Electric 108 Accumulated Reserve ($105,132,251) 100% ($105,132,251) 

5 

6 

8 

9 

10 

Reversal of Retirement Estimates ~ommon' 108 Accumulated Reserve ($1,656,369) 71.26% ($Iq180.329) 

Subtotal ($1 06,788,621) ($106,312,580) 

Cumulative Depreciation Catch-up from Electric 108 Accumulated Reserve ($7,643,476) 100% ($7,643,476) 

2004 through 2007 common1 108 Accumulated Reserve ($21 8,162) 71.26% ($1 55,462) 
Subtotal ($7,861,637) ($7,798,938) 

Net Impact to Electric Rate Base ($7,798,938) 



Petitioner's Exhibit MEH-8 
Northern Indiana Public Service Company 
Cause No. 43526 

Adjustment for Implementation of Seven Factor Study & Other Equipment Transfers 

Column A Column B Column C 

Line Transfer Gross Amount Reserve Amount 
1 [seven Factor - From Transmission to Distribution $1 08,644,289 $43,455,700 1 
2 
3 
4 
5 
6 
7 

Seven Factor - From Distribution to Transmission $1 4.599.077 $5,463,929 
From Transmission to Distribution $1.686.91 7 $239,888 
From Distribution to Transmission $908,983 $367,470 
From Transmission to Transmission $794.1 18 $132,814 
From Distribution to Distribution $320.096 $128,418 
From Transmission to Generation $38,183,499 $17,233,109 

8 
9 

From Generation to Transmission and Distribution $229,002 $2 1,345 
Grand Total $165,365.980 1 $67,042,673 


